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PART  IV 
ACCIDENT  INSURANCE 


Chapter  XXXI 
HISTOEIOAL  SKETCH 
By  Sylvesteb  C.  Dunham 

INTBODUCTION  BY  AlFBED  FOOT 

It  is  a  commonplace  of  Imman  experience  that  every 
innovation  designed  for  the  improvement  of  the  lot  of 
mankind  has  attendant  drawbacks  which  were  not  fore- 
seen at  the  commencement  of  the  departure. 

Thus  it  was  with  the  substitution  of  railways  for  the 
older  and  more  primitive  methods  of  locomotion, 
although  the  advantages  to  be  obtained  from  a  quicker 
means  of  transit  were  many  and  obvious. 

In  the  forties,  the  modern  system  of  block  signalling 
was  unknown,  trains  by  day  being  given  so  many  hours 
start  before  another  was  despatched,  while  at  night  the 
rear  guard  dropped  flares  which  did,  or  did  not,  (fre- 
quently the  latter)  fulfil  their  purpose. 

In  1848  the  introduction  of  express  trains  caused  great 
disorganization  of  traffic  and  many  accidents,  indeed  the 
"  Times  "  then,  as  now,  the  leading  journal  of  London, 
declared  that:  "Eailway  accidents  are  almost  of  daily 
occurrence  generally  ending  in  loss  of  limb,  often  of 
life." 

Also,  it  was  found  that  the  Common  Law  and  the  Fatal 
Accidents  Act  (known  to  this  day  as  Lord  Campbell's 
Act)  failing  to  provide  compensation  for  numerous  cases 
in  which  negligence  could  not  be  proved,  much  pain  and 
unalleviated  suffering  ensued ;  consequently  it  is  no  mat- 
ter for  surprise  that,  in  order  to  mitigate  the  prevailing 
distress,  insurance  as  applied  to  accidents  by  rail  was 
instituted. 

Thus  the  English  race  were  the  pioneers  in  accident 
insurance,  as  now  understood,  as  they  were  first  in  the 
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field  of  life  assurance,  and  we  may  put  down  the  inception 
of  the  former  as  now  practiced  by  vast  commercial  enter- 
prises, with  large  capital  funds  for  the  purpose  of  inspir- 
ing confidence,  to  the  increased  facilities  for  travel  en- 
joyed at  that  time. 

It  may  be  mentioned,  in  passing,  that  those  who  in 
1848  were  contemplating  this  class  of  busiaess  were  con- 
sidered madmen  or  fools  on  account  of  the  supposed 
hazardous  nature  of  the  venture. 

These  prophets  of  evil  were  assuredly  not  justified  by 
events,  the  modern  evolution  of  accident  and  sickness  ia- 
surance  providing  an  interesting  study  of  the  growth  of 
a  big  busiaess  from  small  beginnings,  which  last  had 
their  genesis  in  a  foreseeing  mind  which  perceived  the 
possibilities  of  insuring  railway  travelers  for  a  trifling 
sum  against  the  dangers  to  which  they  were  liable. 

The  Eailway  Passengers  Assurance  Company  estab- 
lished by  a  r.pecial  act  of  the  British  Parliament  in  the 
year  1849,  was  the  commercial  expression  of  this  venture, 
and,  indeed,  since  the  days  of  its  incetption,  it  has  been 
recognized  as  the  pioneer  of  accident  insurance. 

It  at  once  opened  its  campaign  by  issuing  tickets  to  the 
traveling  public,  and  in  this  connection  it  is  interesting 
to  note  that  by  the  end  of  the  year  a  premium  income  of 
£l,421.7.1d.  was  secured;  £4,618.2.3.  in  1850;  £7,352  in 
1851,  and  £7,422.12.6.  in  1852. 

The  first  board  of  directors  was  under  the  chairman- 
ship of  Mr.  J.  D.  Paul,  who  was  shortly  succeeded  by  Mr. 
James  Clay,  while  the  original  secretary,  Mr.  Alexander 
Beattie,  was  followed  by  Mr.  W.  J.  Vian.  It  was  entirely 
owing  to  the  business  instincts  of  the  latter  that  this  con- 
fident "  Forty  Niner  "  took  its  next  and  most  important 
step  forward. 

Appreciating  the  limitations  of  railway  insurance,  it 
naturally  occurred  to  the  company  that  it  might  "  go 
one  better,"  and  provide  against  every  kind  of  personal 
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accident;  to  this  end  a  special  act  of  Parliament  was 
obtained  on  the  17th  of  July,  1852. 

The  success  of  this  leap  into  the  unknown  exceeded 
anticipations,  the  truth  of  the  Latin  saying  that  "  imita- 
tion is  the  sincerest  form  of  flattery  "  receiving  further 
corroboration  ia  the  many  rival  companies  which  even- 
tually came  into  existence. 

Among  these  may  be  mentioned  the  "  Travelers'  & 
Marine  Insurance  Co.";  the  "  Marine-General  Trav- 
elers' Insurance  Company  ";  the  "  British  Nation  In- 
surance Co.";  and  the  "  General  Accident  Compensation 
Corporation." 

In  this  connection  it  is  interesting  to  note  that  the 
rates  compiled  by  the  "  Eailway  Passengers  "  were  so 
accurately  calculated  that  they  have  been  the  basis  of 
the  charges  made  by  competing  concerns,  not  only  in 
Great  Britain,  but  in  other  parts  of  the  world ;  also,  their 
merit  is  proved  by  the  fact  that  the  originals  are  still  the 
standard  charges  for  the  same  benefits. 

It  must,  of  course,  be  understood  that  this  does  not 
apply  to  the  charges  made  for  employers'  liability;  in- 
deed, the  general  experience  of  this  class  of  business  is 
such  that  the  premiums,  far  from  proving  stable,  exhibit 
a  constant  tendency  to  increase. 

Nor  is  it  only  in  Great  Britain  that  the  Railway  Pas- 
sengers Assurance  Company  has  been  the  means  of  intro- 
ducing accident  insurance.  It  was  during  the  early  years 
of  this  company's  existence  that  James  G.  Batter  son 
of  Hartford,  Conn.,  U.  S.  A.,  visited  England,  where  he 
happened  to  buy  one  of  the  tickets  for  insurance  against 
accidents  while  traveling  by  rail.  He  was  much  im- 
pressed by  the  possibilities  of  the  scheme  and  called  at 
64  Comhill,  the  head  office  of  the  company;  here,  the 
information  that  was  courteously  supplied  him  enabled 
him  to  foimd  on  his  return  to  the  United  States  "  The 
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Travelers  " ;  this  has  been  to  his  country  what  the  parent 
concern  has  been  to  Great  Britain. 

The  advantage  of  insuring  against  accidents  having 
caught  the  public  imagination,  there  seemed  considerable 
scope  for  the  admission  of  additional  features. 

It  was  no  doubt  realized  that  a  man  who  contracted 
fever  as  the  result  of  a  bad  smell  or  who  picked  up 
measles  in  a  public  vehicle,  is  just  as  much  the  victim  of 
an  accident  as  a  man  who  slips  on  a  banana  skin  and  dam- 
ages his  leg. 

In  1889  an  Act  of  Parliament  was  passed  requiring 
notification  of  certain  infectious  diseases  to  the  medical 
officer  of  health,  so  that  in  a  few  years  statistics  were 
available  which  showed  the  proportion  and  age  of  the 
population  attacked. 

Perhaps  it  was  in  consequence  of  the  opening  sug- 
gested by  the  public  demand  for  every  form  of  insurance, 
together  with  the  figures  now  obtainable  of  those  assailed 
by  specified  diseases  that,  in  1893,  a  company  set  itself 
to  offer  for  a  small  additional  per  centum  on  the  sum  in- 
sured a  combination  policy  which  provided  double  com- 
pensation in  respect  of  railway  accident,  and  insured 
against  typhoid,  typhus,  scarlet  fevers,  and  smallpox. 

This  development  successfully  "  caught  on  "  to  such  a 
degree  that  in  four  years'  time,  that  is  to  say  in  1897, 
there  were  26  companies  including  an  insurance  against 
these  infectious  diseases  ia  their  policies,  12  of  which 
added  diphtheria,  20  measles,  3  Asiatic  cholera;  24  of 
them  granted  an  annuity  in  case  of  permanent  total  dis 
ablement  for  life,  while  of  these  companies  three  did  not 
admit  double  benefits  for  railway  accidents. 

For  all  the  variations  introduced  with  their  respective 
policies  by  the  companies  concerned,  there  was  no  deny- 
ing the  interest  the  public  took  in  this  departure,  which 
was  doubtless  quickened  by  the  recent  epidemic  of  fash- 
ionable aihnents;  indeed,  it  was  not  very  long  before 
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policies  insuring  against  accidents  and  every  conceivable 
sickness  were  included  in  many  prospectuses. 

Even  this  development  did  not  witness  the  termination 
of  insurance  endeavour,  for  the  passing  of  the  Employ- 
ers' Liability  Act  of  1880,  and  the  Workmen's  Compensa- 
tion Acts  of  1897,  1900  and  1906  added  enormously  to  the 
premium  incomes,  and  outgoings,  of  the  companies  con- 
cerned, inasmuch  as  captains  of  industry  were  eager  to 
shift  the  responsibilities  imposed  by  these  enactments  to 
shoulders  willing  to  undertake  the  burden. 

Also,  householders,  responsible  for  mishaps  to  their 
servants,  were  equally  desirous  of  providing  against  this 
liability,  which  meant  further  insurance  business. 

Nor  does  this  complete  the  scope  of  the  vast  field  first 
opened  up  and  partly  tilled  by  "  Eailway  Passengers  " 
in  Early  Victorian  '49. 

In  response  to  the  unceasing  desire  on  the  part  of  the 
public  to  secure  itself  against  every  kind  of  contingency, 
the  companies  doing  accident  insurance  business  have 
extended  their  operations  and  today  imdertake  many 
varieties  of  insurance,  including  burglary,  plate  glass, 
fidelity  guarantee,  motor  car,  third  party,  lift  and  public 
liability. 

Such  being  the  case,  it  is  no  exaggeration  to  say  that 
the  accident  offices  with  their  vast  resources  and  many 
ramifications,  owe  not  a  little  of  their  prosperity  to  the 
brain  that  conceived  railway  ticket  insurance. 

Indeed,  if  one  were  metaphorically  disposed,  he  might 
say  that  the  seed  planted  by  the  originators  of  railway 
ticket  insurance  has  grown  into  a  mighty  tree  which  has 
comfortably  sheltered  a  multitude  of  grateful  policy- 
holders, who  owe  their  protection  to  this  forethought. 

Metaphor  or  no  metaphor,  the  prosperity  of  the  mam- 
moth accident  companies  can  be  expressed  in  appreciable 
terms,  for  while,  as  has  already  been  stated,  the  premium 
income  of  the  railway  ticket  insurance  in  1849  was  but 
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£l,421.7s.ld.,  that  of  the  British  accident  companies  con- 
cerned for  1909  (the  last  year  for  which  the  figures  were 
available)  reached  the  stupendous  total  of  £9,896,847. 

When  to  these  figures  are  added  those  of  the  United 
States,  Canadian,  French,  German  and  other  accident 
companies,  the  magnitude  of  this  species  of  insurance 
business  can  be  appreciated. 

This,  in  short,  is  the  history  of  accident  and  sickness 
insurance  and  we  may  well  venture  to  prophesy  that 
when  the  rates  for  employers '  liability  insurance  are  more 
accurately  ascertained  than  at  present,  the  companies 
will  be  freed  from  many  of  the  difficulties  now  surround- 
ing them  and  will  be  able  to  continue  their  benevolent 
career  to  the  advantage  of  the  great  public  needing  pro- 
tection and  security. 


ACCIDENT  INSURANCE  IN  THE  UNITED  STATES 

Less  than  a  year  after  the  introduction  of  personal 
accident  insurance  ia  England  certain  companies  in  Mas- 
sachusetts, which  had  been  doing  health  insurance  busi- 
ness for  years,  petitioned  the  legislature  for  permission 
to  write  accident  insurance.  Special  acts  of  Massachu- 
setts for  1850  shows  that  February  12, 1850,  a  bill  having 
passed  the  legislature  was  duly  approved  by  the  Gov- 
ernor giving  the  Franklin  Health  Assurance  Company, 
which  was  the  successor  of  the  Norfolk  County  Health 
Insurance  Company,  power  ' '  to  assure  to  the  holders  of 
its  policies,  an  allowance  in  money,  for  the  time  during 
which  they  shall  be  unable  to  transact  business,  or  labor 
m  their  accustomed  vocation,  in  consequence  of  personal 
injuries,  resulting  from  accident  or  otherwise." 

On  April  23,  1850,  the  Haverhill  Health  Insurance 
Company,  which  succeeded  the  American  Health  Insur- 
ance Company,  was  authorized  to  write  accident  insur- 
ance in  the  same  manner  as  the  Franklin  with  the  follow- 
ing additions  to  its  charter : 
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"  The  holder  of  any  policy  issued  by  this  company 
shall  be  entitled  to  receive  the  amount  that  may  become 
payable  on  such  policy,  for  his  own  benefit  and  that  of 
his  family,  and  the  same  shall  not  be  liable  to  attachment 
or  execution  for  any  debt  due  from  him." 

Eight  years  later  the  Mutual  Health  Insurance  Society 
of  Pennsylvania  was  organized  for  the  purpose  of  doing 
a  health  and  accident  business,  but  its  existence  was 
short.  For  a  yearly  premium  ranging  from  $2.00  to 
$10.00  the  members  between  the  ages  of  14  and  50  were 
promised  an  indemnity  of  from  $2.00  to  $10.00  a  week 
for  disablement  occasioned  by  accident  or  illness,  the  first 
week  excepted. 

No  record  appears  of  any  other  company  having  been 
granted  special  authority  to  transact  accident  business, 
although  the  charters  of  several  companies  organized  in 
those  days  in  Connecticut  and  Massachusetts  were  broad 
enough  to  allow  them  to  issue  accident  policies.  It  was 
not  ascertained  by  the  writer  that  these  latter  companies 
issued  any  accident  policies.  It  is  presumed,  however, 
that  they  did,  in  a  small  way  at  least,  especially  ia  view 
of  the  need  for  such  protection  on  accoxmt  of  the  hazard 
of  railroad  travel  at  that  time. 

Doubtless  the  policies  issued  by  the  Franklia  were  the 
first  accident  policies  ever  issued.  In  England  the  first 
form  of  accident  contracts  were  small  tickets  issued  at 
railroad  stations.  There  were  no  formal  policies.  The 
plan  in  vogue  in  England  at  that  time  was  that  by  an 
addition  of  3d  to  the  railway  fare  for  a  first-class  ticket, 
2d  to  a  second,  and  Id  to  a  third,  the  relatives  of  a  person 
killed  should  secure  £1,000,  £500,  or  £200  respectively, 
and  where  the  accident  did  not  terminate  fatally,  liberal 
and  immediate  compensation  to  himself ;  the  several  sums 
I  have  mentioned  being  in  each  particular  case  the  limit, 
though  not  necessarily  the  measure,  of  the  sum  to  be 
paid. 
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The  price  for  an  insurance  for  a  double,  or  return 
journey  was  twice  the  afore-mentioned  sums. 

A  great  feature  of  the  plan  was  simplicity,  similarly  to 
the  principle  the  post  office  had  recently  adopted  to  carry 
a  letter  irrespective  of  distance,  so  the  tickets  were  avail- 
ahle  whatever  the  length  of  the  journey,  the  only  stipula- 
tion being  that  they  were  equal  in  duration  with  the  rail- 
way ticket,  and  that  whenever  a  fresh  booking  was  neces- 
sitated on  passing  from  one  company's  line  to  another, 
a  fresh  insurance  should  be  taken. 

Accident  insurance  tickets  issued  at  railway  stations 
have  lasted  until  this  day,  and  in  fact  are  more  popular 
than  ever.  One  company  in  the  United  States  has  issued 
over  7,000,000  accident  tickets  in  this  country  which 
proves  to  some  extent  the  popularity  of  this  form  of  in- 
surance here. 

The  form  of  the  policy  issued  by  the  Franklin  follows : 

"  President, 
Hon.  Sherman  Leland,  Judge  of  Probate 

Vice  President, 
Gen.  H.  A.  S.  Dearborn,  Mayor  of  City  of  Roxbury 

Fbanklin  Health  Asstjbance  Company  op 
Massachusetts 

Capital  $50,000.00 
Especially  empowered  to  insure  against  accidents. 

This  policy  of  insurance  witnesseth  that,  in  consid- 
eration of  15  cents,  paid  therefor  the  Franklin  Health 
Assurance  Company  do  assure  the  party,  whose  name 
with  the  time  of  purchase  and  delivery  is  endorsed  here- 
on, for  the  term  of  24  hours,  from  and  after  the  date  as 
endorsed,  and  promise  to  pay  to  the  said  party,  or  to 
the  legal  representatives  of  the  said  party  the  sum  of 
two  hundred  dollars,  provided  the  said  party  shall  dur- 
ing the  continuance  of  this  policy,  receive  any  bodily 
injury  in  consequence  of  an  accident  by  a  railroad  or 
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steamboat,  and  thereby  be  detained  for  tbe  term  of  ten 
days ;  or  if  by  such  accident,  caused  by  a  railroad  or  steam- 
boat, the  said  party  shall  be  totally  disabled  from  at- 
tending to  any  business  for  the  term  of  two  months  next 
succeeding  such  accident  and  injury,  this  Company 
hereby  agree  and  promise  to  pay,  in  lieu  of  the  above 
named  sum,  the  sum  of  four  hundred  dollars,  payment  to 
be  made  within  thirty  days  after  notice  and  proof  are 
given  to  the  company. 

(Signed)       Stephen  Bates,  Secretary. 
Boston,  July  1st,  1850." 

This  policy  was  issued  at  4  o'clock  p.  m.  October  25, 
1850.  It  insured  travelers  only  and  not  persons  em- 
ployed on  the  road. 

The  contracts  issued  by  these  early  companies  were 
too  loosely  worded,  and  the  premiums  too  low  for  a  time 
when  there  was  such  a  reckless  steam  conveyance,  so 
that,  by  the  early  part  of  1858  they  had  all  disappeared. 

James  G.  Batterson,  a  prominent  citizen  of  Hartford, 
Connecticut,  was  the  real  founder  of  the  accident  insur- 
ance business,  on  a  scientific  basis  at  least,  in  the  United 
States.  In  1859  while  traveling  in  England  he  purchased 
from  the  station  agent  of  the  Great  Western  Eailroad  at 
Leamington  a  railway  insurance  ticket  issued  by  the 
Eailway  Passengers'  Assurance  Co.  of  3  Old  Broad 
Street,  London. 

This  ticket,  so  important  in  accident  insurance  history, 
required  payment  of  £1,000  in  case  of  accidental  death 
while  traveling  on  a  single  journey  from  Leamington. 
Mr.  Batterson's  destination  on  this  particular  journey 
was  Liverpool  and  hence  he  was  insured  until  he  arrived 
at  that  place  just  the  same  as  he  would  have  been  insured 
by  the  ticket  to  any  place  on  any  single  journey  he  might 
have  taken  by  railroad  from  the  place  where  he  pur- 
chased his  ticket. 

Mr.  Batterson  became  much  interested  in  the  ticket  and 
later  visited  the  offices  of  The  Eailway  Passengers'  As- 
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surance  Company  at  London,  where,  through  the  cour- 
tesy of  the  officials  of  that  company,  he  took  occasion  to 
investigate  thoroughly  the  methods  of  the  business.  He 
also  interviewed  the  great  English  actuary,  Cornelius 
Walford,  and  discussed  with  him  the  matter  of  insuring 
against  accidents,  and  whether  it  might  not  be  possible  to 
make  a  rate  at  which  according  to  occupations,  men  could 
be  insured  for  a  stated  amount  in  case  of  death  from  acci- 
dent and  weekly  compensation  for  total  disability.  The 
conclusion  was  that  it  probably  could  be  done  but  the 
proper  rate  must  be  found  by  experiment,  particularly 
as  conditions  in  America  would  be  found  very  different 
from  those  prevailing  in  England. 

Eeturning  home,  Mr.  Batterson  continued  his  investi- 
gations and  finally  in  May,  1863,  petitioned  the  legisla- 
ture of  Connecticut  for  an  act  of  incorporation  as  a 
"  railway  passenger  insurance  company,"  imder  the 
name  of  The  Travelers  Insurance  Company. 

It  is  interesting  to  follow  the  operation  of  incorpora- 
tion of  this  company.  According  to  special  acts  of  Con- 
necticut 1863,  the  original  petition  was  introduced  in  the 
state  Senate  on  Wednesday  morning,  May  20, 1863.  The 
following  record  appears  in  the  journal : 

"  Petition  No.  108  of  James  Gr.  Batterson,  et  al.,  for 
act  of  Incorporation,  was  introduced  and  referred  to  the 
Joint  Standing  Committee  on  Incorporations. ' ' 

Thursday  morning.  May  21,  1863,  the  petition  was  re- 
ceived from  the  Senate  by  the  House  which  concurred 
in  referring  it  to  the  Joint  Standing  Committee  on  Incor- 
porations. 

This  committee  apparently  had  some  question  as  to 
the  advisability  of  granting  the  petition.  No  report  was 
submitted  until  June  4th,  when  the  following  record 
taken  from  the  House  Journal  appears : 

"  Thursday  morning  June  4,  1863.  No.  108.  The  re- 
port of  the  Joint  Standing  Committee  on  Incorporations 


HISTORICAL  SKETCH  13 

to  whom  was  referred  the  petition  of  Jas.  G-.  Batterson, 
et  al.,  for  the  iacorporation  of  a  Eailway  Passengers'  In- 
surance Company,  recommending  that  the  prayer  of  the 
petition  be  granted,  and  recommending  the  passage  of  an 
accompanying  resolution  submitted  by  the  Committee, 
was  received  from  the  Senate,  the  report  of  the  Conmiit- 
tee  being  accepted,  the  prayer  of  the  petition  being 
granted,  and  the  resolution  being  passed." 

The  question  being  upon  the  passage  of  the  resolution 
submitted  by  the  committee,  the  question,  "  Shall  the 
resolution  pass?  "  was  put  and  decided  in  the  affirma- 
tive. 

So  the  resolution  was  passed,  as  by  the  committee  re- 
commended, and  on  further  motion  the  House  concurred 
with  the  Senate  in  accepting  the  report  of  the  committee 
and  granting  the  prayer  of  the  petition. 

"  Friday  morning,  June  5,  1863.  The  report  of  the 
Joint  Standing  Committee  on  Incorporations,  to  whom 
was  referred  the  petition  of  James  G.  Batterson  and 
others  for  an  act  of  incorporation  as  a  Eailway  Pas- 
senger Insurance  Company,  said  report  being  favorable 
to  the  passage  of  the  resolution,  and  recommending  the 
passage  of  an  accompanying  resolution  submitted  by  the 
Committee,  was  received  from  the  House,  the  resolution 
submitted  by  the  Committee  passed,  the  report  of  the 
Committee  accepted,  and  the  prayer  of  the  petition  being 
granted.  Upon  motion,  the  report  together  with  the  pe- 
tition and  resolution  were  laid  upon  the  table. 

"  On  motion  of  Mr.  Mitchell,  the  Senate  resumed  the 
consideration  of  the  report  of  the  Joint  Standing  Com- 
mittee on  Incorporations,  to  whom  was  referred  the  pe- 
tition of  James  G.  Batterson  et  al.,  for  act  of  incorpora- 
tion as  a  Passenger  Eailway  Insurance  Company,  said 
report  being  favorable  to  the  prayer  of  the  petition,  and 
recommending  the  passage  of  an  accompanying  resolu- 
tion submitted  by  the  Committee. 

"  Wednesday  morning,  June  10,  1863.  On  motion  of 
Mr.  Dart,  the  Senate  reconsidered  the  vote  passing  the 
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resolution  incorporating  a  Passenger  Railway  Insurance 
Company,  together  with  the  vote  accepting  the  report  of 
the  Joint  Standing  Committee  on  Incorporations,  by 
whom  the  resolution  was  submitted,  and  the  vote  grant- 
ing the  prayer  of  the  petition. 

"  On  motion,  the  resolution  as  submitted  by  the  com- 
mittee was  passed,  the  prayer  of  the  petition  granted, 
and  on  further  motion  the  report  of  the  Committee  was 
accepted." 

Governor  Buckingham,  the  famous  War  Grovemor  of 
Connecticut,  approved  the  act  on  June  17,  1863,  the 
eighty- seventh  anniversary  of  the  battle  of  Bunker  Hill. 

The  newspapers  of  the  day  naturally  did  not  say  much 
of  this  very  minor  matter  of  the  incorporation  of  a  com- 
pany. Instead  the  papers  were  very  much  engrossed 
with  the  momentous  trouble  that  was  then  prevailing  in 
the  country. 

Head  liners  of  "  Lee  on  his  way  North,"  "  Philadel- 
phia in  Danger,"  "  Pittsburg  Preparing  for  a  Siege," 
etc.,  tell  vividly  what  was  more  on  the  mind  of  the  people 
than  the  casual  matter  of  the  incorporation  of  what  Mr. 
Batterson's  incredulous  friends  believed  would  be  a  short 
lived  business. 

The  purposes  of  the  company  as  stated  in  its  charter 
were  to  insure  persons  against  the  accidental  loss  of  life, 
or  personal  injury,  sustained  while  traveling  by  railway, 
steamboat  or  other  mode  of  conveyance. 

Little  if  any  business  was  written  under  the  original 
charter.  June  16,  1864,  the  charter  was  amended  per- 
mitting the  company  to  insure  against  all  kinds  of  acci- 
dents. March  4,  1864,  James  C  Batterson  was  elected 
president  of  the  company,  and  the  first  written  contract 
was  issued  to  him  April  1,  1864. 

The  business  made  very  little  headway  at  first,  but  a 
series  of  disastrous  railroad  and  steamship  accidents 
during  1865  and  1867  called  the  attention  of  the  public 
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to  the  value  of  this  new  form  of  insurance.  Accident  in- 
surance was  soon  taken  up  by  other  companies,  over  70 
having  organized  within  a  few  years.  By  1877  most  of 
these  failed,  swept  away  by  a  series  of  great  railroad  and 
steamship  calamities  and  the  few  survivors  were  finally 
absorbed  by  the  parent  company. 

Benjamin  Noyes,  the  first  insurance  commissioner  of 
Connecticut,  in  a  report  made  in  May,  1866,  says  concern- 
ing accident  insurance: 

"  The  accident  insurance  companies  are  new  organiza- 
tions, and  thus  far  have  met  all  the  requirements  of  the 
laws  of  this  State.  The  business  is  new  and  pursued  with 
great  vigor.  Their  charges  are  light ;  their  risks  mostly 
of  brief  duration,  and  they  may  prove  a  success,  if  the 
patronage  is  continued  as  it  has  commenced." 

In  his  list  of  foreign  accident  insurance  companies 
transacting  business  in  Connecticut  he  has  in  schedule 
form  the  following,  calling  most  accident  companies  trav- 
elers insurance  companies: 

TRAVELERS  INSURANCE  COMPANIES 


LOCATION 


CAPITAL 


TOTAL 

ASSETS 


Travelers  Insurance  Company 
New  York  Accident  Ins'ce  Co. 
United  States  Accident  Ins.  Co. 
National  Travelers  Ins.  Co. 


Providence,  R.  I. 
New  York,  N.  Y. 
Syracuse,  N.  Y. 
New  lYork,  N.  Y. 


$105,500.00 
250,000.00 
200,000.00 
200,000.00 


$113,185.07 
269,456.53 
200,000.00 
200,000.00 


Personal  accident  insurance  has  grown  rapidly  and  is 
now  promoted  by  companies  in  nearly  every  civilized 
country  in  the  world.  After  England  and  the  United 
States,  accident  companies  were  established  in  Germany 
and  Switzerland  and  then  a  little  later  in  Austria  and 
France ;  in  Italy  and  Spain  accident  insurance  companies 
are  of  very  recent  growth. 

In  the  United  States  there  are  approximately  60  com- 
panies transacting  personal  accident  insurance,  and  the 
business  is  being  taken  up  rapidly  by  the  surety  and 
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casualty  companies  and  foreign  fire  insurance  companies, 
through  subsidiary  companies,  which  have  hitherto  not 
transacted  this  form  of  casualty  business. 

The  growth  of  cities,  the  immense  development  of  in- 
dustries and  the  changes  in  method  of  transportation 
have  all  been  great  contributing  forces  in  bringing  acci- 
dent insurance  into  prominence. 

That  accident  insurance  occupies  a  field  in  which  the 
necessity  for  such  protection  exists  is  shown  by  the  fact 
that  disabling  injuries  are  sustained  in  about  one  acci- 
dent policy  to  every  nine  issued.  One  accident  insurance 
company  has  issued  from  the  time  of  its  incorporation 
nearly  5,000,000  policies  of  accident  insurance.  The  num- 
ber of  claims  paid  to  injured  persons  or  their  families  in 
case  of  fatal  results  was  over  560,000,  and  to  these  bene- 
ficiaries has  been  distributed  nearly  $36,000,000.  In  most 
cases  the  policyholder  was  dependent  upon  his  salary  or 
wages  for  the  support  of  his  f anaily. 

In  1911  over  $20,000,000  was  received  in  personal  acci- 
dent premiums  by  the  companies  now  engaged  in  the 
business  in  the  United  States.  The  premium  receipts 
upon  the  first  year 's  business  of  The  Travelers  Insurance 
Company  from  April  1,  1864,  to  April  1,  1865,  were  only 
$32,148.  In  1910  the  company  paid  over  14,400  personal 
accident  claims  with  benefits  of  over  $1,553,000. 

The  ratio  of  fatal  accidents  to  the  whole  number  of 
injuries  sustained  is  about  1.30  per  cent.,  but  the  sums 
paid  for  death  claims  amount  to  from  30  per  cent,  to  35 
per  cent,  of  total  losses.  The  average  duration  of  dis- 
ability is  about  22  days.  The  ratio  of  accidents  sustained 
by  people  who  work  in  the  occupations  for  which  they 
are  insured  is  approximately  67  per  cent,  of  all  accidents 
for  which  claims  have  been  paid. 

Leaving  out  of  account  the  hazards  of  occupation, 
accidents  have  happened  under  policies  without  regard 
to  the  employment  of  the  insured  in  the  following  ratios ; 
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At  Home 25 .9% 

Pedestrians 18 .2% 

Automobiles 11 . 1% 

Recreation 11.0% 

Horses  and  Vehicles 9.9% 

Street  Car  Travel 7.2% 

Railway  Travel 4.3% 

Bicycles 1.2% 

Steamship  Travel 1.0% 

Miscellaneous 10.2% 

100.0% 

A  significant  conclusion  from  these  statistics  is  that 
the  hazard  of  railway  travel,  to  provide  for  which  acci- 
dent insurance  was  first  contrived,  has  become  an  insig- 
nificant factor  in  the  business.  Apparently  there  is  four 
times  greater  exposure  to  danger  in  walking  than  in 
traveling  by  railway.  The  exposure  to  life  and  limb  at 
home  seems  to  be  greater  than  railroad,  street  car  and 
steamship  travel,  automobiles  and  bicycles  combined. 

But  this  comparison  may  be  misleading  without  an 
explanation.  That  the  greater  ratio  of  injuries  occurs 
iu  home  employments  is  to  be  accounted  for  by  the  fact 
that  while  the  individual  hazard  is  less  a  vastly  greater 
number  of  persons  are  constantly  exposed  to  some  danger 
in  the  quiet  than  in  the  strenuous  life. 

Old  causes  of  accident  decrease,  new  causes  are  con- 
stantly appearing,  as  the  following  makes  evident. 

The  rise  and  decline  of  the  bicycle  is  graphically  illus- 
trated by  accident  statistics.  In  1896  one  company  paid 
812  claims  for  $44,584  for  bicycle  accidents.  In  1910 
the  bicycle  hazard  had  so  far  declined  that  only  117 
claims  were  paid  amounting  to  $11,223.69. 

But  as  bicycle  accidents  declined  accidents  due  to  the 
introduction  of  automobiles  appeared  and  have  im- 
mensely increased.  In  1896  automobile  accidents  were 
unknown.  In  1910  the  same  company  paid  for  automo- 
bile accidents  claims  amounting  to  $185,330.60. 

Bates,  contracts  and  practices  have  undergone  many 
changes  since  the  early  days  of  accident  insurance  when 


18  ACCIDENT  INSURANCE 

the  business  was  experimental  and  presented  many  prob- 
lems that  have  since  been  solved  by  experience. 

During  the  first  five  or  ten  years  the  greater  part  of 
the  business  consisted  of  insurance  against  the  hazards 
of  travel,  for  which  tickets  were  sold,  protecting  the 
holder  for  from  twenty-four  hours  to  thirty  days,  but 
gradually  the  great  volume  of  accident  insurance  has 
been  transferred  to  an  annual  basis  and  more  than  95 
per  cent,  of  all  such  insurance  is  effected  by  means  of 
contracts  for  one  year,  furnishing  indemnity  for  death, 
disablement  and  dismemberment  from  all  accidental 
causes.  The  basis  of  such  contracts  is  $1,000  for  fatal 
injuries  and  $5  per  week  for  disability.  Insurance  is 
issued  in  that  ratio  in  amounts  up  to  $100,000.  Eisks 
are  classified  according  to  the  hazard  of  occupation,  mer- 
chants, bankers  and  professional  men  constituting  the 
preferred  class  and  railway  employees  the  most  hazard- 
ous. Premiums  are  graded  accordingly.  There  has  been 
no  material  change  in  this  respect  from  the  beginning. 

Formerly  contracts  were  issued  providing  that  no  re- 
covery should  be  had  if  injuries  were  caused  by  miscon- 
duct, or  if  inflicted  by  intention ;  if  there  were  no  visible 
mark  upon  the  body;  if  contributed  to  in  any  degree  by 
disease,  or  by  voluntary  exposure  to  danger.  The  haz- 
ards against  which  the  companies  protected  themselves 
by  such  conditions  have  since  become  better  understood 
by  the  adjudication  of  the  courts  and  the  company's 
exercise  of  selection  of  risks  by  accepting  only  men  in 
good  health  and  of  unquestioned  moral  and  material 
responsibility,  so  that  the  restrictions  which  formerly 
obtained  have  become  to  a  large  degree  unnecessary. 
Policies  are  liberal  in  their  terms  and  are  so  simple  and 
explicit  as  to  furnish  little  ground  for  controversy,  and 
misunderstandings  between  the  company  and  the  insured 
are  extremely  rare. 

Insurance  for  loss  of  time  for  disabling  injuries  is  re- 
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garded  as  an  indenmity  against  pecuniary  loss  and  for 
that  reason  insurance  is  not  issued  to  cover  more  than 
two-thirds  of  the  value  of  the  policyholder's  time,  mea- 
sured by  the  compensation  he  receives  from  his  employ- 
ment. 

The  death  element  of  accident  insurance  is  a  limited 
form  of  life  insurance  and  its  amount  is  not  controlled  to 
so  great  an  extent  by  the  earnings  of  the  insured,  that 
being  designed  for  the  protection  of  the  family  in  case  of 
death.  For  that  reason  many  policyholders  insure 
against  death  only. 

Life  insurance  statistics  show  that  ninety-three  deaths 
out  of  every  one  thousand  are  caused  by  violence,  so  that 
insurance  against  death  from  fatal  injuries  is  about  9.3 
per  cent,  of  full  life  insurance. 

"Within  twenty  years  insurances  against  dismember- 
ment and  loss  of  sight  have  been  introduced  into  the  con- 
tracts of  most  companies,  whereby  indemnity  is  paid 
equal  to  one-fourth  the  principal  sum  for  the  loss  of  a 
hand  or  foot  and  from  that  up  to  the  full  amount  for  total 
permanent  disability  resulting  from  accidental  injuries. 

Reserves  are  required  by  law  as  in  other  forms  of 
annual  insurance.  A  liability  is  contracted  by  an  insur- 
ance company  whenever  it  issues  a  policy  and  the  prem- 
ium being  paid  annually  in  advance,  such  liabilities  are 
outstanding  for  the  unexpired  term  all  the  way  from  a 
day  to  a  year,  so  that  the  mean  outstanding  at  any  given 
time  is  one-half  the  entire  volume.  A  proper  reserve  or 
sinking  fund  against  such  liability  is  therefore  one-half 
the  net  outstanding  premiums  and  that  is  the  reserve 
established  by  the  laws  of  most  of  the  states. 
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Chapter  XXXTT 

THE  POLICY 

By  F.  Leeoy  Tbmpleman 

In  probably  no  other  branch,  of  insurance  has  the 
genius  of  invention  and  the  faculty  of  imagination  played 
more  important  parts  than  in  the  development  of  the 
accident  policy.  In  its  original  form  it  was  merely  de- 
signed to  cover  the  hazards  of  travel  and  the  contract 
itself  was  brief  and  contained  but  few  provisions  and 
conditions.  The  demands  for  broader  protection  against 
the  physical  effects  of  accidents  soon  became  apparent; 
it  was  found  that  not  only  was  the  traveler  subject  to 
death  and  disability  through  accidental  injuries,  but  that 
in  the  ordinary  walks  of  life,  dangers  beset  both  life  and 
limb,  and  a  man  in  the  pursuit  of  his  calling — ^whether  at 
office,  shop  or  store — was  in  as  much  need  of  the  protec- 
tion afforded  by  an  accident  policy  as  the  more  limited 
class  of  individuals  whose  employment  constantly  ex- 
posed them  to  the  hazards  of  travel;  in  order  to  meet  this 
demand  for  complete  accident  protection  the  provisions 
of  the  policy  were  enlarged  to  cover  all  contingencies  of 
an  accidental  nature,  except  the  few  which  the  companies, 
with  their  then  limited  experience,  thought  could  not  be 
profitably  insured  against. 

"With  the  object  of  complete  protection  continually  in 
view  the  policy  has  gone  through  successive  stages  of 
development;  in  some  cases  changes  have  become  neces- 
sary by  reason  of  judicial  decisions  giving  to  the  policy 
constructions  that  were  not  intended  by  its  original 
framers,  but  the  exigencies  of  competition  have  been 
responsible  for  the  majority  of  the  additions  that  have 
been  made  to  the  original  policy  until  now  we  have  a 
policy  containing  many  features  that  had  no  place  in  the 
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contract  as  originally  constructed  but  which  all  directly 
benefit  the  policyholder  and  tend  to  correspondingly  de- 
crease the  underwriting  profits  of  the  companies  writing 
this  form  of  insurance. 

Among  these  features  might  be  mentioned  accumula- 
tions, surgeon's  fees  for  certain  injuries,  reimbursement 
for  hospital  expenses,  beneficiary  insurance,  optional 
indemnity  whereby  the  insured  is  entitled  to  the  payment 
of  a  fixed  sum  for  certain  injuries,  and  double  benefits 
for  specified  accidents. 

There  is  such  a  wide  diversity  in  the  form  in  which 
accident  policies  are  drawn  that  reference  can  only  be 
made  to  it  in  a  general  way.  Some  uniformity  in  that 
direction  has  been  obtained  through  the  so-called  Stand- 
ard Provision  Laws  that  have  been  enacted  in  several 
states.  For  instance,  it  is  now  required  that  on  the 
front  page  of  the  policy  shall  appear,  in  type  not  smaller 
than  18  point,  a  brief  description  of  the  scope  of  the 
insurance  and  this  description  is  required  to  appear  also 
on  the  filing  back  of  the  policy.  The  opening,  or  insuring 
clause  of  the  policy,  follows  and  contains  the  general 
terms  of  the  insurance.  The  policy  undertakes  to  insure 
only  against  loss  of  life  and  disability  effected  through 
those  contingencies  that  are  commonly  regarded  as  acci- 
dental in  their  origin.  Hence  not  merely  must  the  cause 
of  the  loss  be  accidental  but  the  means  producing  the 
injury  must  be  accidental  as  well;  in  other  words,  it  ia 
necessary  that  there  occur  something  of  an  accidental  or 
unforeseen  nature  in  the  act  from  which  the  injury 
results.  If  an  injury  results  from  means  voluntarily 
employed,  the  result,  although  unexpected,  may  not  be 
accidental  within  the  meaning  of  the  insuring  clause  of 
an  accident  policy  unless  something  of  an  accidental 
nature  occurs  in  the  act,  or  series  of  acts,  immediately 
preceding  the  injury  and  causing  it;  consequently  the 
insuring  clause  in  its  original  phraseology  required  that 
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the  injury  be  effected  through  external,  violent  and  acci- 
dental means.  This  phraseology  was  generally  used  until 
several  years  ago  when  some  of  the  companies  adopted 
the  practice  of  eliminating  the  words  "  external  "  and 
"  violent  "  in  describing  the  means  through  which  an 
injury  must  be  incurred,  thus  making  recovery  condi- 
tional only  on  the  means  being  accidental.  The  under- 
writer, therefore,  has  the  choice  of  two  phrases  with 
which  to  designate  the  basis  of  his  company's  liability, 
but  since  the  only  advantage  that  can  accrue  from  the 
elimination  of  the  words  referred  to,  is  brevity,  it  is  ques- 
tionable if  the  end  justifies  the  casting  aside  of  the  pre- 
cedents set  by  the  courts  for  years  in  interpreting  and 
construing  the  phraseology  originally  employed,  which 
made  recovery  conditional  on  the  injury  being  sustained 
through  external  and  violent,  as  well  as  accidental  means, 
particularly  when  the  trend  of  judicial  opinion  seems  to 
indicate  that  a  broader  interpretation  will  be  placed  on 
the  clause  requiring  merely  that  the  means  be  accidental. 
Disease  so  often  complicates  the  physical  effects  of  an 
accident  that  it  is  necessary  to  eliminate  in  express  terms 
those  cases  in  which  it  is  a  factor  in  contributing  to  the 
injury  or  in  prolonging  disability.  This  is  done  by  the 
use  of  various  terms,  the  most  acceptable  probably  being 
the  qualification  that  the  injury  shall  result  from  acci- 
dental means,  independently  and  exclusive  of  all  other 
causes.  A  disease  may  result  solely  from  an  accident 
and  the  policy  would  cover  loss  of  life,  limb  or  time  re- 
sulting from  such  a  cause ;  for  instance,  an  accident  may 
produce  peritonitis,  septicaemia  or  blood  poisoning,  te- 
tanus or  hydrophobia,  without  any  pre-existing  tendency 
to  those  diseases ;  but  if  the  accident  is  caused  by  a  dis- 
ease, as  in  the  case  of  an  injury  following  a  stroke  of 
apoplexy,  or  if  the  injury  merely  accelerates  the  physical 
effects  of  an  existing  disease,  there  can  be  no  liability 
under  an  accident  policy. 
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A  copy  of  the  application  for  the  insurance,  or  of  the 
schedule  of  warranties,  should  be  in  express  terms  made 
a  part  of  the  policy,  and  it  is  desirable,  and  in  fact  re- 
quired by  the  insurance  departments  of  several  of  the 
states  to  which  have  been  delegated  the  right  to  approve 
poUcy  forms,  to  insert  in  the  insuring  clause,  or  elsewhere 
in  the  policy,  a  brief  statement  of  the  insured's  occupa- 
tion and  the  duties  thereof,  since  the  premium  rate  is 
based  thereon,  as  well  as  the  company's  right  to  pro-rate 
the  indemnity  in  the  event  of  an  injury  sustained  while 
following  some  other  more  hazardous  occupation.  The 
benefits  provided  by  the  policy  follow  the  iasuring  clause 
and  they  should  be  stated  in  language  that  is  clear,  con- 
cise and  unambiguous ;  the  conditions  should  be  likewise 
worded.  Many  of  the  states  require  that  the  conditions 
be  given  the  same  prominence  as  the  benefits  provided  by 
the  insurance,  and  the  type  used  must  not  be  smaller  than 
10  point  or  long  primer. 

The  policy  provides  for  the  payment  of  a  certain 
amount  for  loss  of  life,  which  is  called  the  Principal  Sum, 
and  proportionate  amounts  are  allowed  for  the  loss,  by 
actual  severance,  of  limb  or  limbs,  and  for  the  total  and 
irrecoverable  loss  of  the  sight  of  both  eyes  or  of  one  eye. 
These  losses  must  result  within  ninety  days  of  the  acci- 
dent or  within  a  longer  period  if  the  disability  is  imme- 
diate and  total  from  the  date  of  the  accident.  Experience 
has  shown  that  if  the  loss  is  remote  in  period  of  time  from 
the  accident  it  will  probably  be  contributed  to  by  disease, 
or  by  causes  other  than  accidental  and,  therefore,  not 
contemplated  being  covered  by  the  policy,  and  it  is  to 
afford  the  company  protection  against  liability  for  such 
complicated  cases  that  the  time  within  which  the  loss 
must  be  incurred  is  thus  limited  and  qualified.  In  addi- 
tion to  the  specific  sum,  weekly  indemnity  is  allowed  for 
the  disability  continuing  from  the  date  of  the  accident  to 
the  date  of  death,  dismemberment  or  loss  of  sight;  a  few 
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of  the  companies  also  allow  the  return  of  all  premiums 
paid  for  the  insurance  in  the  event  of  accidental  death. 

Since  the  principal  purpose  of  accident  insurance  is  the 
protection  afforded  against  loss  of  income  resulting  from 
accident,  the  weekly  indemnity  feature  is  of  primary 
importance.  By  virtue  of  it  a  certain  sum  is  payable  for 
the  period  immediately  following  the  accident  during 
which  the  insured  is  wholly  disabled  from  the  perform- 
ance of  any  and  all  of  the  duties  of  his  occupation  or 
employment  and  a  proportionate  amount  of  that  sum,  in 
some  cases  fixed,  in  others,  dependent  upon  the  extent 
of  the  disability,  is  allowed  for  the  period  during  which 
the  iusured  is  able  to  attend  to  only  a  part  of  his  duties. 
The  payment  for  total  disability  ranges,  under  different 
policies,  from  two  years  to  an  unlimited  period,  and  for 
partial  from  twenty- six  weeks  to  one  year.  Weekly  in- 
demnity is  usually  payable  ia  instalments  in  order  that 
the  insured  may  secure  the  benefit  of  his  insurance  dur- 
ing the  time  of  greatest  need;  the  instalment  periods 
range  from  four  weeks  to  three  months  and  payment  is 
always  conditional  upon  the  submission  of  satisfactory 
proofs  of  disability  covering  the  period  of  time  for  which 
indemnity  is  claimed. 

A  feature  of  most  policies  is  the  Elective,  or  Optional 
Indemnities  imder  which  the  insured  is  entitled  to  receive 
certain  fixed  sums  at  his  option  in  lieu  of  weekly  indem- 
nity for  certain  stipulated  injuries,  such  as  the  loss  of 
fingers  or  toes,  fractures  and  dislocations.  These  fixed 
sums  are  based  on  the  amount  of  weekly  indemnity  that 
would  be  allowed  for  the  disability  resulting  from  the 
average  injury  in  "  Preferred  "  occupations,  and  this 
feature  affords  a  ready  and  prompt  means  of  adjusting 
claims  for  the  injuries  stipulated,  and  permits  the  in- 
sured to  receive  the  payment  of  indemnity  at  once  with- 
out waiting  for  the  termination  of  his  disability  or  the 
expiration  of  the  instalment  periods.     Notice  of  the 
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election  of  optional  indemnity  is  required  within  ten  days 
to  two  weeks;  otherwise  the  purpose  of  the  provision 
would  be  defeated. 

Probably  on  account  of  the  wide  publicity  given  rail- 
road and  steamship  disasters,  travel  by  rail  and  water  is 
commonly  regarded  as  being  the  most  prolific  source  of 
accidents  to  life  and  limb,  and  in  order  to  enhance  the 
value  of  accident  insurance  and  to  save  the  individual 
contemplating  a  journey,  the  trouble  of  increasing  his 
insurance  to  fully  protect  him  against  the  well  recognized 
hazards  of  traveling,  the  companies  early  adopted  the 
practice  of  providing  for  the  payment  of  double  the  prin- 
cipal sum  and  weekly  indemnity  for  accidents  of  travel. 
This  clause  was  originally  restricted  to  steam  railroad 
and  street  cars  and  steamships,  but  as  it  is  generally  used 
now  it  covers  all  injuries  sustained  in  or  on  any  public 
conveyance  provided  for  passenger  service  by  a  common 
carrier ;  and  it  has  been  extended  to  also  include  not  only 
the  portion  of  such  conveyances  intended  for  the  occu- 
pancy of  passengers,  but  the  platform,  steps  and  run- 
ning board  thereof;  nor  are  injuries  incurred  while 
alighting'  from  or  boarding  such  conveyances  excepted. 
This  clause  is  so  comprehensive  that  considerable  discus- 
sion has  been  provoked  as  to  the  extent  of  its  coverage  in 
various  cases,  but  the  limits  of  this  article  are  too  narrow 
to  permit  any  elaboration  of  the  subject  here.  It  might 
be  said,  however,  that  the  definition  of  a  common  carrier 
is  so  broad  that  the  clause  will  probably  be  held  to  cover 
all  classes  of  conveyances  provided  for  passenger  service 
which  are  intended  for  the  use  of  the  public  indiscrimin- 
ately. It  is  also  sometimes  difficult  to  determine  just  how 
far  this  clause  is  operative  in  cases  in  which  an  injury  is 
incurred  in  boarding  or  alighting  from  conveyances. 
Whilst  it  is  hard  to  state  any  general  proposition  govern- 
ing such  cases,  it  would  seem  proper  to  allow  double 
indemnity  in  cases  in  which  the  accident  or  cause  of  the 
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injury  happens  while  the  insured  is  still  upon  the  convey- 
ance or  its  steps,  but  if  in  alighting,  the  insured  should 
slip  on  the  ground  or  incur  an  injury  by  reason  of  its 
conformation,  or  something  upon  it,  even  though  he  has 
not  detached  himself  entirely  from  the  conveyance,  or  if 
in  boarding  a  foothold  has  not  been  secured,  single  indem- 
nity should  be  paid.  The  incorporation  in  this  clause  of 
additional  contingencies  for  which  double  indemnity  is 
allowed  has  been  the  favorite  means  resorted  to  by  the 
companies  for  the  purposes  of  competition,  and  double 
indemnity  is  now  allowed  for  various  accidents  that  have 
no  connection  with  traveling.  Some  policies  provide  for 
increased  benefits  for  injuries  sustained  in  consequence  of 
the  burning  of  a  building,  for  injuries  received  in  elevator 
accidents,  by  the  explosion  of  a  steam  boiler,  by  lightning, 
by  the  collapse  of  a  building  and  by  assaults  for  the  pur- 
pose of  robbery.  This  clause  also  applies  to  the  elective 
benefit  feature. 

Accident  policies,  unlike  life  contracts,  are  only  issued 
for  periods  of  three,  six  months  or  one  year,  and  very 
often  are  taken  out  by  the  individual  to  protect  him  dur- 
ing some  particular  journey  or  other  supposed  hazardous 
undertaking.  In  order  that  the  insured  might  have  some 
inducement  for  the  continuance  of  the  insurance,  and 
with  the  object  of  securing  the  successive  renewals  for 
the  company  originally  writing  the  risk,  it  was  found 
desirable  by  some  of  the  companies  to  provide  for  annual 
increases,  or  accumulations,  of  from  5  per  cent,  to  10  per 
cent,  to  the  principal  sum  until  50  per  cent,  is  thus  added 
to  the  benefits  allowed  for  death,  dismemberment  and 
loss  of  sight.  This  feature  is  contained  in  the  policies 
of  nearly  all  the  companies  and  under  some  contracts,  by 
the  payment  of  an  additional  premium,  this  accumulative 
provision  is  extended  to  increase  the  weekly  indemnity 
as  well  as  the  principal  sum. 

The  necessity  for  increased  indemnity  for  serious  in- 
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juries  requiring  surgical  attention  being  apparent,  acci- 
dent policies  provide  for  certain  stipulated  amounts  for 
the  reduction  of  fractures  and  dislocations,  tlie  amputa- 
tion of  limbs,  for  gunshot  wounds  and  for  abdominal 
operations  necessitated  by  accidental  injuries  and  per- 
formed within  ninety  days  of  the  date  of  accident,  these 
sums  being  payable  in  addition  to  weekly  indemnity  and 
dismemberment  benefits.  The  amounts  are  usually  based 
on  a  policy  for  $5,000  and  proportionate  sums  are  allowed 
under  smaller  or  larger  contracts,  and  in  some  cases  they 
are  sufficiently  large  to  cover  the  cost  of  subsequent  med- 
ical attention,  as  well  as  the  surgeon's  fee  for  the  actual 
operation.  For  minor  injuries  which  do  not  result  in  dis- 
ability, but  which  require  medical  or  surgical  treatment, 
the  cost  of  such  treatment  is  allowed  not  to  exceed  the 
equivalent  of  one  week's  indemnity.  Thus  if  an  injury 
results  in  any  financial  loss  to  the  assured,  irrespective  of 
disability,  he  is  indenmified  to  the  extent  of  the  amount 
insured.  If  an  injury  necessitates  confinement  to  a  hos- 
pital, additional  compensation  is  allowed,  usually  to  the 
extent  of  one-half  of  the  sum  stipulated  as  weekly  indem- 
nity for  a  certain  number  of  weeks  ranging  from  ten  to 
fifteen  weeks,  provided  no  claim  is  made  for  surgical 
attention. 

An  original  feature  of  many  forms  of  accident  policies 
is  the  granting  of  insurance  for  certain  specified  acci- 
dents and  injuries  sustained  by  the  party  designated  in 
the  policy  as  the  beneficiary.  This  feature  provides  that 
if  one  person  is  named  the  beneficiary  in  the  policy,  and 
shall  be  between  the  ages  of  eighteen  and  sixty  years, 
and  is  in  sound  mental  and  physical  condition,  such  bene- 
ficiary shall  also  be  insured  for  death,  dismemberment 
and  loss  of  sight  resulting  from  injuries  sustained  while 
he  or  she  may  be  riding  in  a  public  conveyance  provided 
by  a  common  carrier  for  passenger  service;  while  in  a 
passenger  elevator,  or  in  consequence  of  the  burning  of 
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a  building  while  the  beneficiary  is  therein.  Under  the 
policies  of  some  of  the  companies  this  feature  is  extended 
to  also  cover  injuries  sustained  by  the  beneficiary  from 
lightning,  in  consequence  of  the  collapse  of  the  walls  of  a 
building,  or  as  the  result  of  boiler  explosions.  It  is  fur- 
ther provided  in  most  cases  that  a  certain  percentage  of 
the  indemnity  stipulated  in  the  schedules  of  injuries  and 
of  operations  is  payable  for  the  loss  of  fingers  and  toes, 
fractures  and  dislocations  sustained  by  the  beneficiary  as 
the  result  of  the  limited  number  of  accidents  described 
in  this  clause. 

The  beneficiary  clause,  as  this  feature  is  termed,  has 
provoked  much  discussion  among  underwriters  and  the 
insurance  departments  of  many  of  the  states.  As  an 
attractive  soliciting  feature  its  value  cannot  be  denied, 
but  it  is  questionable  if  as  an  underwriting  proposition 
the  principle  of  beneficiary  insurance  is  sound,  since  it 
undertakes  to  insure  an  individual  who  is  incompletely 
described,  and  the  company  is  without  sufficient  informa- 
tion regarding  the  individual  from  which  to  determine 
the  advisability  of  carrying  the  risk.  The  insurance  de- 
partments of  several  states  including  New  York  and  Mas- 
sachusetts have  objected  to  and  refused  to  sanction 
the  issuance  of  one  policy  to  cover  two  individuals — the 
insured  and  the  beneficiary — and  in  those  states,  for  an 
additional  premium,  a  separate  contract  is  issued  under 
which  the  beneficiary  is  insured. 

Accident  insurance  is  primarily  a  limited  form  of  life 
insurance,  with  the  loss  of  time  feature  added,  and  on 
accoxmt  of  its  limited  scope,  the  contract  contains  agree- 
ments and  conditions  which  impose  certain  obligations 
on  the  part  of  the  company  and  the  insured.  The  per- 
formance of  those  conditions  that  are  required  of  the  in- 
sured is  precedent  to  his  right  to  recover,  and  any  failure 
on  his  part  to  comply  invalidates  his  claim.  It  is  of  pri- 
mary importance  that  the  company  receive  notification 
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of  any  injury  for  wMcli  a  claim  is  to  be  made  within  a 
reasonable  time  after  the  injury  is  sustained,  and  not 
after  the  termination  of  the  disability,  or  the  death  of 
the  insured.  The  time  within  which  notification  should 
be  given  is  fixed  by  law  in  several  of  the  states,  ranging 
from  ten  to  ninety  days.  Under  the  provision  of  the 
standard  policy  law  notification  within  twenty  days  of  an 
injury  is  required  unless  it  can  be  shown  that  such  notifi- 
cation is  not  reasonably  possible  in  any  given  case. 

All  claimants,  unfortunately,  are  not  inclined  to  treat 
the  company  fairly  in  claiming  the  amount  of  indemnity 
that  is  due  them  for  their  disability,  but  are  disposed  to 
unduly  prolong  the  period,  particularly  when  the  amount 
of  the  insurance  represents,  or  nearly  covers,  the  amount 
of  their  weekly  earnings ;  in  other  cases  disease  or  neglect 
may  be  a  factor  in  prolonging  the  disability,  and  it  then 
becomes  necessary  for  the  company,  in  order  to  properly 
protect  its  interests,  to  engage  a  physician  to  examine  the 
claimant  for  the  purpose  of  determining  the  extent  and 
probable  duration  of  the  disability  and  if  causes  other 
than  those  flowing  directly  from  the  accident  contribute 
to  it;  an  investigation  also  is  sometimes  required  to 
determine  the  exact  facts  surrounding  the  accident  as 
any  change  in  the  narrative  of  the  event  may  materially 
increase  the  company's  liability.  Obviously,  if  notifica- 
tion is  delayed  beyond  a  reasonable  time,  or  after  the  evi- 
dence of  the  injury  has  disappeared,  a  medical  examina- 
tion can  be  of  no  assistance  to  the  company  in 
determining  the  extent  of  its  liability,  nor  can  a  satis- 
factory investigation  be  made  to  ascertain  the  correct 
facts.  Supplementing  this  notification  clause  the  company, 
in  express  terms,  is  given  the  right  to  have  the  insured 
examined  by  its  medical  representative  in  such  manner 
and  as  often  as  it  may  require.  It  having  been  held  that 
this  did  not  give  the  company  the  right  to  perform  an 
autopsy  in  case  of  death,  all  policies  now  give  the  com- 
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pany  the  privilege  of  performing  an  autopsy  when  it  is 
deemed  necessary,  and  the  right  to  be  represented  thereat 
if  a  post-mortem  examination  is  made  by  other  interests. 
This  right  to  an  autopsy  must  be  judiciously  exercised 
on  account  of  the  strong  sentiment  against  the  mutilation 
of  a  body  after  death,  but  in  many  instances  it  is  the  only 
means  of  ascertaining  the  exact  cause  of  death,  particu- 
larly in  those  cases  in  which  the  death  does  not  immedi- 
ately follow  the  accident,  thus  permitting  the  intervention 
of  other  causes. 

In  order  to  insure  prompt  disposition  of  a  claim  and 
to  enable  the  company  to  properly  investigate  it,  should 
the  amount  claimed  appear  to  be  excessive,  accident 
policies  require  the  submission  of  affirmative  proofs  of 
death  or  disability  within  a  certain  period  from  the  date 
of  death  or  termination  of  disability,  generally  limited  to 
sixty  days.  It  is  also  required  that  legal  proceedings  for 
recovery  under  a  policy  must  be  brought  within  a  certain 
time — this  period  is  usually  limited  to  a  year,  but  in  some 
states  (Massachusetts,  Texas  and  North  Dakota)  it  is 
extended  to  two  years.  Many  policies  limit  the  time 
to  one  year  and  stipulate  that  if  the  provision  of  the 
state  in  which  the  insured  resides  differs  from  the 
policy  requirements  for  filing  proof  of  claim  and  for 
bringing  suit,  the  statutory  provisions  shall  supersede 
the  policy  conditions.  It  might  be  added  that  on  account 
of  the  many  circumstances  under  which  the  policy  re- 
quirement limiting  the  time  for  the  filing  of  proofs  may  be 
waived  by  the  company  or  its  representatives,  that  condi- 
tion is  difficult  to  enforce,  but  the  company's  right  to 
require  suit  to  be  brought  within  a  certain  time  has  been 
generally  upheld,  and  failure  to  comply  with  that  require- 
ment forfeits  the  insured's  right  to  recover. 

A  change  of  occupation  does  not  vitiate  the  policy  but 
since  the  rate  for  accident  insurance  is  based  upon  the 
occupation  of  the  insured,  it  is  important  that  the  policy 
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should  contain  some  clause  whereby  the  company  is  given 
the  right  to  pro-rate  or  proportionately  reduce  the 
amount  of  indemnity  allowed  for  injuries  sustained  while 
the  insured  may  be  engaged  in  the  duties  of  a  more  haz- 
ardous occupation.  The  payment  of  indenmity  is  also 
restricted  to  the  limits  prescribed  by  the  company  for  the 
more  hazardous  occupation.  The  question  of  what  con- 
stitutes a  change  of  occupation  has  been  the  subject  of 
considerable  litigation  and  the  weight  of  the  authorities 
holds  that  a  single  act,  or  even  series  of  acts,  ia  which  the 
insured  may  be  only  temporarily  and  incidentally  en- 
gaged pertaining  to  a  more  hazardous  occupation,  does 
not  give  the  company  the  right  to  pro-rate  but  there  must 
be  a  more  substantial  and  permanent  change  of  occupa- 
tion from  that  in  which  the  insurance  is  issued  and  upon 
which  the  premium  is  based.  Claims  for  injuries  sus- 
tained by  the  insured  while  engaged  in  sports  for 
recreation,  or  while  at  home,  cannot  be  pro-rated.  The 
policy  and  application  therefor  require  a  complete  state- 
ment of  the  insured's  duties  and  many  questions  arising 
under  this  clause  are  due  to  the  failure  of  the  insured, 
or  the  agent,  to  properly  and  completely  state  all  the 
duties  required  of  the  former  in  his  occupation.  If  the 
occupation  is  fully  stated  and  the  description  of  the  occu- 
pation given  in  the  manual  of  rates  used,  there  will  be 
little  occasion  for  the  application  of  this  clause  unless 
the  insured,  after  the  date  of  his  policy,  abandons  his  old 
occupation  and  engages  in  a  more  hazardous  one.  The 
indemnity  allowed  for  the  more  hazardous  occupation  is 
figured  by  ascertaining  from  the  manual  the  amount  of 
insurance  that  could  be  purchased  ia  that  occupation  for 
the  premium  paid. 

The  rates  for  accident  insurance  are  also  based  upon 
the  risk  of  injury  incurred  by  the  average  individual  in 
sound  mental  and  physical  condition,  and  when  through 
any  causes  the  risk  becomes  abnormal,  or,  as  it  is  termed 
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in  life  insurance,  a  sub- standard  one,  it  becomes  neces- 
sary for  the  company  to  relieve  itself  of  its  liability  to 
that  individual  by  cancellation,  since  it  would  not  be 
proper  to  charge  those  policyholders  who  are  physically 
and  mentally  sound  a  high  rate  of  premium  to  compensate 
the  company  for  carrying  the  increased  risk  of  those  indi- 
viduals who  are  not  so  well  favored  in  the  possession  of 
health  or  of  their  mental  faculties.  The  right  of  cancella- 
tion is  given  the  company  in  express  terms  and  it  is  suffi- 
cient if  notice  of  cancellation  is  delivered  to  the  insured 
or  mailed  to  him  at  the  address  given  in  the  application 
for  the  insurance,  or  at  the  last  address  as  shown  by  the 
company's  records  with  check  for  the  unearned  portion 
of  the  premium.  A  few  of  the  states  require  that  five 
days'  notice  of  cancellation  be  given  but  in  the  majority 
cancellation  is  effective  from  the  date  of  the  delivery  or 
receipt  of  the  notice.  The  exercise  of  this  privilege  is 
without  prejudice  to  any  claim  for  injury  sustained  prior 
to  the  date  of  cancellation,  and  the  company  cannot 
relieve  itself  of  liability  for  any  subsequent  disability 
arising  from  such  an  injury.  Except  in  one  state,  Wis- 
consin, the  insured  is  not  given  the  same  right  to  cancel 
his  policy  and  to  demand  the  unearned  portion  of 
premium. 

Speculative  claims  under  accident  policies  have  long 
been  the  source  of  much  expense  to  the  companies  and  in 
order  to  minimize  their  number  and  to  prevent  the  in- 
sured recovering  indemnity  in  excess  of  his  income  a 
clause  is  inserted  in  some  policies  providing  that  no 
recovery  of  indemnity  can  be  made  in  excess  of  the  aver- 
age weekly  earnings  of  the  claimant  and  for  the  return 
of  the  premium  paid  for  such  excess  insurance ;  likewise, 
if  the  insured  carry  policies  in  other  companies  providing 
for  an  aggregate  amount  of  indemnity  in  excess  of  his 
earnings,  recovery  can  only  be  had  from  each  company 
of  a  proportion  of  the  total  amount  of  the  insurance. 
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Other  companies,  in  order  that  the  amoimt  carried  on 
any  one  risk  shall  not  exceed  a  certain  limit,  provide  that 
no  claim  shall  be  valid  in  excess  of  a  stipulated  amonnt 
tmder  the  single  indemnity  clause  which  is  necessarily 
increased  to  a  larger  amount  by  the  operation  of  the 
double  indenmity  clause  and  the  accumulative  provision. 
Ordinarily,  there  are  no  restrictions  as  to  travel  or  resi- 
dence contained  in  accident  policies,  but  most  of  the 
companies  will  not  grant  insurance  to  individuals  who 
reside  outside  of  the  jurisdiction  of  any  of  their  offices  or 
agencies,  since  it  would  be  difficult  to  adjust  possible 
claims  under  such  risks. 

The  laws  of  several  of  the  states  require  other  agree- 
ments in  accident  contracts  in  addition  to  those  which  have 
been  already  enumerated.  The  states  that  have  adopted 
the  standard  provision  laws  require  that  all  contracts 
shall  specify  that  the  policy,  with  a  copy  of  the  applica- 
tion, and  any  endorsements  or  riders  attached  thereto, 
shall  constitute  the  entire  contract,  with  the  exception  of 
the  manual  of  rates,  which  must  be  filed  with  the  insur- 
ance department.  The  policy  must  further  provide  that 
no  statement  made  by  the  insured,  nor  any  section  of  the 
company's  charter  or  by-laws,  not  incorporated  iu  the 
contract  shall  be  used  in  defense  of  any  claim.  A  stipu- 
lated time,  not  to  exceed  sixty  days,  must  be  stated  within 
which  any  valid  claim  shall  be  paid  and  provision  is  also 
made  for  the  reinstatement  of  the  insurance  by  the  accept- 
ance of  any  past  due  premium  by  an  authorized  agent  of 
the  company. 

Since  no  medical  examination  is  required  for  accident 
insurance,  the  company's  acceptance  or  rejection  of  a 
risk  is  determined  solely  from  the  statements  submitted 
by  the  applicant  when  the  insurance  is  applied  for,  which 
are  contained  either  in  his  signed  application  or  in  a 
schedule  of  warranties  which  is  incorporated  in  the  policy 
and  made  a  part  of  the  contract.    By  accepting  the  policy 
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the  insured  warrants  the  truth  of  these  representations 
and  if  found  to  be  untrue,  the  policy  is  void  and  the  prem- 
ium is  returned.  The  policy  should,  therefore,  contain 
an  exact  copy  of  the  application,  or  the  schedule  of  war- 
ranties, when  the  insurance  is  based  upon  representations 
made  by  the  insured.  In  most  of  the  states,  in  order  that 
an  insured  may  not  be  deprived  of  the  protection  for 
which  he  has  paid,  through  some  trivial  misstatement,  it 
must  be  shown  that  the  warranty  pertains  to  some  matter 
material  to  the  acceptance  or  rejection  of  the  risk  before 
a  breach  can  be  successfully  pleaded  in  defense  of  a  claim. 
The  payment  of  a  prior  claim,  or  claims,  or  the  statement 
of  the  insured's  age,  height  or  weight  may  or  may  not 
be  a  material  warranty  since  such  representation  may 
not  affect  the  rate  charged  for  the  insurance,  nor  the 
company's  acceptance  of  the  risk,  but  the  existence  of 
other  similar  insurance,  the  rejection  or  cancellation  of 
prior  insurance,  etc.,  are  material  matters  which  directly 
influence  the  company  to  accept  or  reject  the  risk  and  any 
breach  of  such  warranties  constitutes  a  valid  defense  of 
any  claim. 

Another  feature  of  many  accident  policies  is  the  identi- 
fication clause  under  which  the  company  undertakes,  in 
case  the  insured  is  physically  unable  on  account  of 
injuries  to  communicate  with  relatives  or  friends,  to 
transmit  to  such  persons  as  may  be  designated,  any  in- 
formation respecting  him  and  to  defray  the  expense, 
within  a  certain  amount,  necessary  to  place  him  in  their 
care. 

The  foregoing  describes  the  principal  features  found 
in  most  of  the  so-called  combination  accident  policies, 
the  word  "  combination  "  being  used  to  distinguish  the 
policies  which  provide  for  double  benefits  for  travel  and 
other  accidents  from  those  contracts  which  contain  no 
doubling  clause  and  which  are  termed  straight  accident 
policies.     The  payment  of  weekly  indemnity  for  total 
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disability  is  usually  limited  under  the  straight  forms  to 
two  years  and  40  per  cent,  of  full  indemnity  is  allowed 
for  partial  disability,  and  on  account  of  the  reduced 
number  of  benefits  and  the  less  liberal  limits  for  the  pay- 
ment of  weekly  indenmity,  are  issued  at  a  lower  premium 
than  the  combination  form.  The  issuance  of  the  com- 
bination policy  is  restricted  to  occupations  which  do  not 
involve  the  performance  of  any  manual  labor,  and  on 
account  of  the  liberal  limits  provided  under  this  form  it 
has  been  found  undesirable  to  issue  it  to  persons  engaged 
in  more  hazardous  vocations. 

A  policy  which  is  now  much  in  favor  is  the  death  and 
dismemberment  accident,  known  in  some  companies  as  the 
life  and  limb  form,  which  does  not  provide  for  the  pay- 
ment of  disability  benefits  but  only  covers  the  specific 
losses  of  life,  limb  or  sight.  The  premium  for  this  policy 
is,  of  course,  much  less  than  for  either  the  combination 
or  straight  accident  policy  and  it  is  particularly  adapted 
to  the  class  of  financially  favored  individuals  whose 
incomes  are  not  affected  by  disabling  injuries  but  who 
desire  to  create  an  insurance  fund  for  the  use  of  their 
dependents  in  the  event  of  accidental  death,  or  for  their 
own  benefit  in  case  of  dismemberment  or  loss  of  sight. 
Other  policy  forms,  known  as  disability  policies,  provide 
indemnity  for  sickness  as  well  as  for  accidental  injuries ; 
others  provide  for  indemnity  for  a  limited  number  of  dis- 
eases. These  policies  are,  of  course,  issued  in  considera- 
tion of  an  additional  premium  and  a  description  of  them 
is  not  within  the  scope  of  this  article. 

It  can  be  seen  from  what  has  been  said  that  an  accident 
policy  affords  protection  in  its  broadest  sense  against 
the  losses  incurred  through  accidental  injuries.  Reim- 
bursement is  provided  for  the  cost  of  surgical  and  hos- 
pital treatment,  as  well  as  for  loss  of  time,  and  it  is  diffi- 
cult to  conceive  how  the  policy  can  be  made  more  liberal 
or  more  satisfactory  to  the  insuring  public  and  at  the 
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same  time  allow  the  company  a  fair  and  reasonable 
margin  of  profit  for  midertaking  the  risk.  Every  policy 
of  insurance,  to  be  successful,  must  contain  two  essen- 
tials ;  i.  e.,  it  must  cover  a  well  recognized  hazard  and  it 
must  provide  full  and  complete  protection  against  loss 
incurred  thereby,  and  judged  by  these  elements  an  acci- 
dent policy  should  be  a  contract  of  wide  demand  and 
popularity. 
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Chapteb  xxxm 

PEEMIUM  RATES 
By  Edson  S.  Lott 

Pbemium  rates  for  accident  insurance  are  probably  the 
least  scientific  of  all  insurance  rates.  Because  of  that 
fact,  the  reasons  underlying  their  construction  are  hard 
to  formulate  and  present.  They  are  more  the  result  of 
actual  year-to-year  experience  under  the  guidance  of  the 
general  law  of  average,  than  of  mathematical  calculations 
based  upon  a  mass  of  statistical  information  previously 
acquired.  This  is  not  saying  that  the  scientific  method 
is  wholly  absent;  it  is  not  an  admission  that  accident 
insurance  is  completely  devoid  of  the  scientific  element; 
but  it  would  be  extremely  difficult,  if  not  impossible,  for 
any  one  to  reduce  an  accident  rate  to  its  component  parts, 
and  to  furnish  satisfactory  reasons  for  the  existence  of 
each  part.  In  this  particular  the  manner  of  construction 
of  these  rates  is  not  comparable  with  that  of  those  made 
for  fire  insurance  which,  with  the  exception  of  the  arbi- 
trary "  basis  rate,"  are  made  up  from  a  schedule  on  the 
one  side  of  charges  for  hazards  and  on  the  other  of 
credits  for  their  amelioration.  The  balance  between 
these  constitutes  the  rate.  Such  a  bill  of  particulars  can 
be  understood  by  any  one  and,  assuming  that  the  items 
composing  it  have  their  origin  in  actual  fact,  are  convinc- 
ing. This  process  of  segregation  of  hazards  cannot  yet  be 
undertaken  in  accident  insurance  for  the  purpose  of 
demonstrating  how  its  premium  charges  are  determined. 

As  a  matter  of  fact,  the  rating  in  this  business  seems 
to  revolve  around  a  unit  or  standard  composed  of  a  cer- 
tain kind  of  policy  contract  upon  which  a  premium  of  $25 
a  year  has  been  placed — the  benefits  and  privileges  de- 
creasing with  a  lower  premium,  and  increasing  with  a 
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higher  one.  This  feature  of  the  subject  will  be  more 
fully  discussed  later  on.  It  may  for  the  present  be  profit- 
able to  digress  sufficiently  from  the  main  subject  to 
briefly  trace  in  broad  lines  the  beginnings  of  accident 
insurance,  especially  in  the  United  States. 

Individual  man  has  been  slow  in  recognizing  the 
economic  value  of  his  time.  He  has  but  recently  set  about 
the  task  of  indemnifying  himself  against  its  loss.  Acci- 
dent insurance  is  barely  two  generations  old  in  this 
country  and  consequently  it  has  not  the  experience 
accumulated  upon  which  to  base  its  operations  that  is 
possessed  by  marine,  fire  and  life  insurance.  For  obvious 
reasons  its  conduct  can  never  hope  for  the  accuracy  of 
direction  characteristic  of  life  insurance,  but  it  wiU 
eventually  surpass  fire  insurance  in  that  particular.  Like 
fire  insurance  its  success  at  present  rests  largely  in  the 
quality  of  its  "  underwriting  " — an  element  composed 
largely  of  professional  instinct  helped  out  by  ' '  rates  and 
classifications. ' '  Of  course,  there  are  many  other  factors, 
notably  those  concerning  company  management  and 
operation,  that  are  quite  as  essential. 

As  set  forth  in  the  chapter  on  the  History  of  Accident 
Insurance,  the  first  accident  policies,  in  the  modern  sense, 
were  issued  against  injury  from  accidents  of  railway 
travel.  The  contracts  of  that  day  did  not  contemplate  the 
general  hazards  of  everyday  life.  Travel  then  by  steam 
railway  was  regarded  as  a  "  fearsome  and  terrible  " 
undertaking.  The  general  mind  associated  insurance 
with  unusual  perils.  What  more  natural,  then,  that  the 
idea  of  a  money  indemnity  against  injury  incident  to 
such  journeying  should  present  itself.  These  first 
experiments  at  insuring  against  accident  were  made 
without  regard  to  the  resulting  pecuniary  loss.  Bather 
was  it  the  injury  itself.  In  other  words,  the  undertaking 
was  not  clear  of  speculation  on  the  part  of  insured  and 
insurer.    This  being  so,  it  is  to  be  presumed  that  the 
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"  science  "  of  underwriting  then  played  a  very  incon- 
siderable part  in  the  determination  of  the  premium.  The 
earliest  contracts  were,  probably,  made  somewhat  after 
the  manner  that  then,  as  now,  obtains  at  "  Lloyds  "  in 
underwriting  unusual  risks.  Premiums  varied  greatly 
and  were  determined  by  the  willingness  of  the  insured 
and  insurer  to  gamble  upon  an  unknown  hazard. 

The  Eailway  Passengers  Assurance  Corporation  of 
England  was  the  first  incorporated  company  (1848)  to 
write  this  form  of  insurance.  It  had  comparatively  no 
data  upon  which  to  base  its  premium  charges.  It  was 
the  pioneer  in  an  unexplored  field.  It  was  totally 
ignorant  of  the  risk  probabilities  it  was  assuming  and  of 
the  relations  which  its  premium  charges  bore  to  them. 

We  find  the  functions  broadened  in  the  policy  of  The 
Accidental  Death  Insurance  Company,  also  an  English 
institution,  organized  in  1850.  This  company  extended 
its  insurance  to  cover  accidents  arising  from  all  sources ; 
and  it  not  only  insured  against  accidental  death  but  also 
provided  "  compensation  for  bodily  injuries  occurring 
to  any  person  or  persons  from  any  accidental  or  violent 
cause  or  causes  not  occasioning  death."  Here  we  have 
the  first  recognition  of  the  value  of  a  man's  time  for  loss 
resulting  from  injury,  the  only  foundation  upon  which 
the  enterprise  can  safely  rest.  A  serious  attempt  was 
made  by  this  corporation  to  evolve  a  "  table  of  accurate 
and  justifiable  rates."  These  rates  were  the  result  of 
deductions  from  the  mortality  tables  used  by  the  life 
companies,  combined  with  the  statistics  possessed  by 
numerous  fraternal  organizations.  While  the  rates  so 
deduced  were  reasonably  sound  as  applied  to  the  average 
risk,  yet  as  regards  their  classification  and  the  compara- 
tive hazards  there  was  a  most  lamentable  dearth  of  nec- 
essary knowedge.  In  fact,  the  principle  of  classification 
and  consequent  differential  rates  were  absolutely  ignored, 
although  it  was  vaguely  recognized  that  individuals  of 
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various  occupations  were  exposed  to  varying  degrees  of 
hazard.  Lacking  sufficient  data  from  which  to  classify 
these  occupations,  they  chose  the  impracticable,  though 
specious,  expedient  of  considering  them  as  a  whole. 

During  the  next  few  years,  several  new  English  com- 
panies were  organized,  some  to  grant  insurance  on  risks 
in  general,  others  confining  their  activities  to  those  inci- 
dent to  certain  occupations.  Again  the  need  of  proper 
classification  became  the  stumbling-block.  Each  company 
formulated,  in  a  crude  way,  its  own  rates  and  classifica- 
tions with  the  result  that  wide  variations  existed  among 
them.  It  must  be  remembered  that,  in  spite  of  the  broad- 
ening of  policy  forms  which  had  taken  place,  the  hazard 
of  railway  travel  was  still  the  dominant  consideration 
both  to  the  insurer  and  the  insured. 

By  1857  there  had  been  accumulated  a  sufficient  body 
of  experience  to  warrant  the  combined  companies  to 
undertake  a  more  intelligent  readjustment  and  equaliza- 
tion of  rates  and  classifications.  But  it  had  become 
apparent  that  the  policies  from  which  this  experience  was 
drawn  were  deficient  in  many  respects ;  that  they  did  not 
afford  the  companies  necessary  protection  in  many  ways. 
The  framers  of  these  early  contracts  did  not  anticipate 
the  diverse  ways  in  which  the  meaning  and  intent  of  their 
policies  might  be  construed,  nor  the  necessity  for  even 
the  most  fundamental  safeguards.  As  the  new  rates  were 
based  upon  experience  secured  from  the  use  of  these 
forms,  it  was  clear  either  that  allowances  should  be  made 
for  the  probable  effect  revision  would  have  upon  these 
rates  (as  applied  to  various  occupations)  or  that  a  yet 
more  accurate  and  comprehensive  classification  should 
be  made.  The  latter  course  was  adopted  and  finally  a 
most  thorough  system  of  classification  was  devised. 

At  this  period  accident  insurance  was  introduced  into 
the  United  States.  The  Travelers  Insurance  Company 
of  Hartford  was  founded  in  1863,  through  the  instru- 
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mentality  of  James  G.  Batterson.  He  became  interested 
in  the  business  as  it  was  being  conducted  in  Great  Britain 
and  was  impressed  with  the  possibilities  which  prevailed 
in  America  for  this  form  of  insurance. 

Mr.  Batterson  realized  that  the  two  coimtries  differed 
widely  in  their  industrial  and  transportation  conditions 
and  that  the  economic  conditions  governing  in  Great 
Britain  were  totally  unlike  those  existing  in  the  United 
States.  He  practically  reproduced  the  policy  used  ia 
England  and  made  no  changes  in  the  rates,  but  he  com- 
pletely revised  the  classification  of  risks  and,  by  this 
means,  essayed  to  make  his  underwriting  conform  in 
practice,  as  well  as  in  theory,  to  American  conditions. 

After  the  advent  of  The  Travelers  many  small  organ- 
izations sprang  into  being.  Most  of  these  lived  only  a 
short  time;  a  few  abandoned  the  field  and  took  up  other 
forms  of  insurance ;  others  died  a  lingering  death.  While 
endeavoring  to  follow,  in  a  general  way,  the  underwriting 
practices  of  The  Travelers,  they,  in  addition,  sought  to 
take  the  initiative  by  formulating  their  own  classifica- 
tion and  rates.  Chaos  existed  among  the  struggling  com- 
panies of  this  country  quite  in  the  same  manner  as  it  had 
previously  among  their  English  predecessors. 

Later,  other  organizations,  built  on  better  and  more 
lasting  foimdations,  appeared.  Bates  became  more 
nearly  uniform;  there  was  less  variation  in  classifica- 
tions. As  experience  increased  and  reliable  statistics 
were  accumulated,  there  was  a  noticeable  trend  toward  a 
uniform  standard.  While  the  companies  did  not  to  any 
extent  voluntarily  share  the  benefits  to  be  derived  from 
access  to  combined  experience,  yet  a  tendency  toward 
uniformity  of  underwriting  practice  made  itself  manifest. 

The  International  Association  of  Accident  Underwrit- 
ers was  formed  in  1891.  Although,  as  the  title  would 
indicate,  this  association  was  founded  with  the  idea  of 
the  possible  ultimate  inclusion  of  worldwide  accident  in- 
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surance  interests,  its  chief  object  was  the  promotion  of 
harmony  and  good-will  among  American  companies.  At 
first  its  membership  consisted  almost  entirely  of  mutual 
and  fraternal  associations  and,  from  inception,  it  proved 
a  source  of  much  benefit  to  them  in  affording  a  solution 
of  some  of  their  actuarial  problems.  Along  about  1902 
the  association  had  sufficiently  prospered  to  attract  the 
co-operation  of  several  of  the  larger  stock  companies, 
and  since  then  it  has  grown  greatly  in  membership  and 
efficiency.  Its  membership  now  includes  practically  all 
of  the  successful  accident  insurance  companies  operating 
in  the  United  States  and  Canada.  The  association  had, 
from  time  to  time,  taken  up  the  question  of  rates  and 
classifications,  but  such  subjects  were  usually  considered, 
not  as  a  whole,  but  severally;  for  instance,  a  specific 
occupation  would  be  found,  by  concensus  of  opinion,  to  be 
erroneously  classified.  While  such  knowledge  would  be 
acted  upon  by  many  of  the  companies  in  their  subsequent 
imderwriting  practice,  yet  such  changes  were  merely  in 
advisory  form  and  did  not  secure  general  adoption.  Dur- 
ing the  past  decade  the  unparalleled  industrial  growth  of 
the  country,  together  with  the  rapidly  widening  scope  of 
accident  insurance,  resulted  in  many  demands  upon  the 
underwriter  which  past  experience  afforded  him  little 
aid  in  meetiag.  It  also  became  apparent  that  the  yearly 
increasing  volume  of  business  was  having  the  effect  of 
demonstrating  the  many  inaccuracies  and  inconsistencies 
that  existed  in  rates  and  classifications.  It  was  only 
natural,  then,  that  the  companies  should  look  to  the  asso- 
ciation as  a  clearing-house,  through  which  they  might 
pass  their  individual  experience  and  receive  in  return  the 
experience  of  their  competitors.  Accordingly,  a  com- 
mittee was  appointed  by  the  association  in  1904  to  receive 
and  tabulate  the  experience  of  all  the  companies. 

As  a  result  of  their  labors,  a  standard  manual  of  rates 
(classifications)  was  issued  in  1906.   At  first  this  manual 
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was  tentatively  adopted  by  all  the  members  but,  tbrougli 
stress  of  competition  and  the  difficulty  of  forcing  new 
conditions  upon  the  agency  force,  it  gradually  lost  official 
sanction  with  some  companies.  Many  companies  per- 
sisted in  its  use,  however,  and  a  mild  reaction  in  favor  of 
the  manual  set  in  later  when  it  became  apparent  that  good 
imderwriting  judgment  dictated  that  it  supersede  the 
manuals  theretofore  employed.  Some  companies  now, 
perhaps  always  will,  accept  the  verdict  of  their  own,  in 
preference  to  the  combined  experience;  and  wherever 
that  principle  dominates,  an  influence  operates  against 
the  successful  inauguration  of  uniform  practices.  Strong, 
old  and  well-established  companies  solidly  intrenched  in 
certain  fields,  hesitate  or  decline  to  yield  advantages  won 
by  their  own  methods.  Accident  insurance  is  not  singular 
in  having  a  situation  of  this  kind  to  face.  It  is  an  inev- 
itable concomitant  of  all  development. 

We  may  safely  assume  that  accident  insurance  is  pass- 
ing from  the  formative  to  the  semi-scientific  stage.  The 
present  tendency  is  strongly  in  the  direction  of  a  greater 
development  of  its  mathematical  side.  Its  statistics  are 
more  industriously  gathered  and  intelligently  applied. 
Companies  which  heretofore  gave  little  attention  to  this 
side  of  their  business  are  now  maintaining  efficient,  and  in 
some  cases,  elaborate  statistical  departments.  Others 
which  formerly  withheld  their  co-operation  in  the  efforts 
to  build  up  a  combined  experience  are  now  making  valu- 
able contributions  to  it.  While  competition  will  never 
slacken,  it  will  not  have  the  deadening  effect  of  destroy- 
ing appreciation  for  the  eternal  facts  which  are  to  be  dug 
out  of  the  statistics,  the  proper  recognition  and  use  of 
which  are  essential  to  corporate  safety. 

So  much  for  an  outline  of  the  vicissitudes  through 
which  the  underwriters  of  yesterday  and  today  have 
passed.  Let  us  now  briefly  consider  the  questions  of 
rates  and  classifications,  noting  the  essential  factors 
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which  enter  into  the  determination  of  comparative  haz- 
ards; explaining  and  accounting  for,  not  only  the  less 
obvious  distinctions  in  classification,  but  also  the  seeming 
inconsistencies  and  discriminations. 

In  order  that  the  comparative  hazard,  as  expressed  in 
premium  charge,  of  the  various  classes  of  risks  may  be 
observed  by  those  unfamiliar  with  accident  insurance,  it 
will  be  noted  that  the  average  policy  provides  the  follow- 
ing indemnities : 

For  loss  of  life,  or  both  feet,  or  both  hands,  or  one  hand 
and  one  foot,  or  both  eyes,  $5,000 ;  for  loss  of  one  foot  or 
one  hand,  $2,500 ;  for  loss  of  one  eye,  $1,666 ;  for  total  loss 
of  time  $25  per  week — not  exceeding  200  consecutive 
weeks;  for  partial  loss  of  time,  $12.50  per  week — ^not 
exceeding  twenty-six  consecutive  weeks. 

The  lowest  premium  for  all  this  is  $20  (or  $25  when 
indemnities  are  doubled  for  traveling  accidents)  per 
year,  and  the  highest  premium  (exclusive  of  a  very  few 
very  dangerous  occupations)  is  $150  per  year. 

Between  these  extremes  will  be  found  a  graduated 
scale  of  premium  charges  commensurate  with  the  expo- 
sure incident  to  the  various  classes.  These  classes  are 
variously  designated  by  different  companies.  We  find 
the  terms  "  special,"  ''  preferred,"  "  ordinary,"  etc. 
Again  "  class  1,"  "  class  2,"  etc.,  to  which  may  be  added 
the  titles  original  with  and  peculiar  to  the  companies 
employing  them. 

As  we  have  seen,  to  the  hazard  of  railway  travel  was 
due  the  origin  of  accident  insurance.  The  association  of 
this  form  of  indemnity  with  this  particular  hazard,  per- 
sisted long  after  policies  had  been  broadened  to  cover 
innumerable  other  hazards.  A  vestige  of  the  original 
idea  yet  remains  with  the  modern  policy  in  the  shape  of 
double  indemnity  for  travel  accidents.  In  the  exagger- 
ated importance  formerly  attached  to  this  hazard  lies  the 
explanation  of  many  of  the  inaccuracies  which  crept  into 
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the  manuals  of  a  generation  ago.  The  statistician  has 
shown  us  that,  except  when  journeying  upon  the  deep 
seas,  a  man  is  less  liable  to  injury  while  traveling  by 
steam  railroad,  than  while  in  or  on  any  other  place  on 
earth.  As  a  matter  of  fact,  it  is  rare  that  an  injury  is 
sustained  by  the  traveler  through  means  other  than  an 
accident  to  the  conveyance  and  we  know  that  the  number 
of  such  accidents  is  trifling  when  proportioned  to  the 
number  of  those  who  travel.  Today  the  frequency  and 
extent  of  the  insured's  travels  is  a  negligible  factor 
without  direct  bearing  on  classification. 

"  The  hand  of  little  employment  hath  the  daintier 
sense."  By  association,  we  become  inured  to  danger. 
The  man  engaged  in  a  hazardous  occupation  is  perhaps 
the  last  one  to  appreciate  its  perils,  or  rather,  to  retain 
an  appreciation  of  them. 

In  some  cases  the  comparative  hazard  is  apparent; 
everybody  knows  that  a  freight-brakeman  is  more  liable 
to  accidental  bodily  injury  than  a  college  professor— 
everybody  but  the  brakeman.  Compare  the  coramercial 
traveler  with  the  dentist  as  regards  probability  of  dis- 
ability from  accident.  In  the  first  place,  the  traveling 
salesman  is  less  exposed  to  injury  than  the  dentist.  In 
the  second  place,  a  slight  injury  to  the  dentist's  fingers 
puts  him  on  the  retired  list  temporarily ;  his  fingers  must 
be  in  a  normal  condition  to  perform  his  work.  He  must 
work  on  his  feet ;  any  injury  to  his  foot  is  likely  to  estop 
him,  for  a  time  at  least,  from  following  his  occupation. 
But  the  traveling  salesman  fares  merrily  on  with  his  arm 
in  a  sling,  or  a  crutch  in  place  of  one  foot,  gathering  sym- 
pathy, admiration  and  orders  as  he  goes.  Indeed,  he 
must  go  on,  unless  his  jawbone  is  broken  or  dislocated, 
for  to  "  lay-up  "  means  big  hotel  bills  and  the  inter- 
ference of  some  other  salesman  with  his  "  trade."  Be- 
yond this,  the  really  good  salesman  is  a  man  of  nerve, 
grit  and  courage — better  remedies  than  medicine. 
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These  illustrations  point  to  other  facts  which  enter  into 
the  classification  of  an  occupation.  First  among  these  is 
what  may  be  termed  the  nature  of  the  occupation.  Here 
we  do  not  consider  the  effect  of  the  occupation  upon  expo- 
sure to  injury,  but  rather  the  effect  of  the  injury  upon 
the  performance  of  the  duties  pertaining  to  the  occupa- 
tion. To  illustrate:  a  pianist  is  not  more  exposed  to 
injury  than  a  lawyer;  the  slightest  injury  to  the  pianist's 
hands,  however,  will  disable  him  while  the  same  injury 
would  merely  inconvenience  the  lawyer  and  in  no  wise 
prevent  him  from  attending  to  his  usual  duties.  Take 
the  watchmaker :  a  small  injury  to  his  hand  and  the  deft- 
ness and  skill,  so  necessary  to  his  craft,  are  gone.  Let 
the  business  manager  of  a  mercantile  or  manufacturing 
establishment  injure  his  hand,  even  severely,  and  he 
works  on  serenely.  The  surgeon  constantly  exposed  to 
the  dangers  of  septic  poisoning  affords  us  an  example  of 
occupation  in  its  direct  effect  upon  the  injury  itself. 
These  examples  could  be  multiplied  almost  indefinitely. 
In  numerous  ways,  unthought  of  by  the  lay  mind,  occu- 
pation exerts  an  influence  which,  unexplained,  results  in 
apparently  unfair  classifications. 

Then  the  accident  underwriter  is  forced  to  recognize 
the  moral  hazard  incident  to  occupation.  It  is  well  known 
that  certain  occupations  are  identified  with  certain 
classes  or  grades  of  men.  This  fact  has  a  direct  bearing 
on  the  moral  hazard ;  that  is,  to  the  extent  that  occupation 
has  its  influence  on  the  morals  of  the  man  following  it. 
Examples  of  this  association  between  employment  and 
morals  are  familiar  to  everyone,  and  reference  is  made  to 
instances  where  the  connection  is  less  evident.  It  has 
been  found  that  occupations  in  which  employment  is  not 
constant  or  which,  by  their  character,  are  not  followed 
during  certain  periods  of  the  year,  are  particularly  dan- 
gerous from  the  underwriter's  viewpoint. 

The  actor  is  frequently  unemployed  during  the  sum- 
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mer,  certain  classes  of  skilled  laborers  are  periodically- 
idle,  and  so  on.  Experience  corroborates  the  scriptural 
truth  that  idleness  leads  to  trouble.  This  is  particularly 
applicable  in  accident  insurance.  A  wound  does  not  heal 
so  quickly,  a  slight  scratch  develops  into  a  totally  dis- 
abling injury,  and  sometimes — when  the  injured  is  unem- 
ployed— the  accident  company  is  expected  to  relax  its 
commercial  rigor  and  assume  the  role  of  Lady  Bountiful. 

There  is  still  another  point  to  consider;  the  influence 
of  the  occupation  upon  the  physical  state.  Physical  con- 
dition is,  of  course,  a  vital  factor  in  accident  insurance; 
not  only  is  the  unhealthy  risk  more  liable  to  injury,  to 
less  sure  or  slower  recovery,  but  complication  through 
disease  is  not  unlikely.  The  cause  of  this  influence  is  often 
hard  to  assign,  but  in  many  cases  may  be  easily  seen,  as  ia 
the  intemperate  habits  of  certain  kinds  of  laborers,  the 
excessive  physical  labor  required  of  others,  and  the  un- 
sanitary conditions  under  which  work  is  performed. 

Accurate  classifications  can  not  be  attained  if  the  indi- 
vidual is  to  be  considered  as  a  unit.  The  "  personal 
equation,"  ever  prominent  in  accident  insurance,  does 
not  permit  of  this.  The  lawyer  in  the  country  milks  his 
cow  and  harnesses  his  horse  and  does  the  "  chores  " 
about  the  house  and  is  thereby  more  exposed  to  accident 
than  the  city  lawyer.  The  energetic,  prosperous  lawyer 
continues  at  his  work  while  the  lazy,  unthrifty  lawyer 
remains  at  home  to  recuperate.  The  company,  to  protect 
itself,  must,  in  popular  parlance,  "  strike  an  average  " 
and  neutralize  as  far  as  it  can,  this  variance  due  to  indi- 
viduality of  risk.  Thus  are  the  desirable  members  of  the 
trades  and  professions  of  life  discriminated  against ;  but, 
in  keeping  with  the  dictates  of  all  industrial  endeavor,  the 
advantages  of  the  few  are  abridged  by  the  limitations  of 
the  many — the  law  of  average  scores  against  the  worthy 
and  the  competent. 

As  accident  insurance  is  not  really  indemnification 
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against  accident,  but — instead — loss  arising  from  acci- 
dent, it  will  readily  be  seen  that  -women  without  steady, 
definite  employment  are  undesirable  risks  and  that  men, 
not  regularly  engaged  in  some  occupation,  are  equally 
so.  In  this  business  the  time  of  the  unemployed  has  no 
insurable  value. 

In  addition  to  occupation  and  its  associated  problems, 
there  are  other  features,  altogether  general  in  their  appli- 
cation, that  are  to  be  considered  in  any  extended  study  of 
rates.  Among  these  is  the  matter  of  moral  responsibility. 
Personal  immorality  whether  it  takes  the  forms  of  ha- 
bitual intemperance  or  other  dissipation  and  excesses,  or 
to  financial  stress,  must  necessarily  affect  the  risk  un- 
favorably. There  is  another  form  of  iomaorality.  Poli- 
cies have  been  obtained  with  the  intent  to  defraud.  Few 
companies  have  remained  immune  to  these  attempts.  In- 
stances of  deliberate  designs  to  rob  the  insurer  are  of 
record.  So  skillful  were  some  that  they  ended  in  success. 
At  times,  murder  and  suicide  enter  into  the  scheme,  but 
usually  it  takes  the  form  of  self-mutilation.  Strange  as 
it  may  seem  to  a  normal  mind,  men  actually  do  shoot  off 
a  hand  or  a  foot,  or  destroy  the  sight  of  an  eye  for  the 
sole  purpose  of  collecting  indemnity  from  an  accident 
insurance  company. 

If  proof  were  lacking  and  one  cared  to  test  the  accuracy 
of  this  statement,  let  him  draw  his  policy  to  cover  $5,000 
for  the  loss  of  the  right  hand  and  $1,000  for  the  loss  of 
the  left  hand — and  it  would  be  dismembered  right  hands 
which  preponderated  in  the  loss  schedules.  Reverse  the 
operation,  left  hands  would  be  falling  all  over  the  coun- 
try. The  skeptic  might  well  be  curious  respecting  the 
frequency  with  which  shooting  accidents,  and  the  like, 
happen  on  shipboard  or  train  and  then  perhaps  it  might 
occur  to  him  that  the  ' '  doubling  clause  ' '  had  something 
to  do  with  the  occurrence.  Should  he  pursue  the  subject 
further,  he  would  find  himself  amazed  at  the  extent  to 
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which  this  question  must  enter  into  his  calculations.  He 
would  observe  the  petty  cases  of  fraud  in  which  the  claim- 
ant feigns  injury  and  deliberately  prolongs  the  period  of 
disability. 

In  many  instances  persons  of  eminent  respectability 
make  excessive  claims  utterly  oblivious  of  intentional 
wrong-doing.  They  may  be  charitably  designated  as 
"  unconscious  malingerers."  Some  otherwise  fair- 
minded  persons  pervert  the  meaning  and  intent  of  the 
contract  provisions  and  maintain  that  their  claims  should 
be  paid  because  to  disapprove  them  is  to  impeach  their 
integrity.  Not  infrequently,  the  agent  who  secured  the 
risk  writes  to  his  company  that  his  business  will  be  ruined 
if  a  particular  claim  is  not  paid;  while  many  insurants 
and  some  agents  imagine  that  to  whisper  the  words, 
"  man  of  influence  in  the  community,"  is  suJBficient  to 
cause  the  company  to  abandon  well  settled  principles  in 
claim  adjustment.  It  must  not  be  thought  from  this  dis- 
cussion of  fraud  that  the  percentage  of  dishonest  claims 
is  large ;  quite  the  contrary :  the  overwhelming  majority 
of  claims  presented  are  honest.  Yet  the  dishonest  and 
exorbitant  claims  cost  time  and  money. 

It  will  be  asked,  perhaps,  what  bearing  this  moral 
hazard,  since  it  affects  all  classes,  has  upon  premium 
rates.  In  answering  this,  we  are  led  to  observe  the  in- 
direct way  in  which  the  underwriter  makes  allowances 
for  the  existence  of  this  and  other  factors.  That  is,  the 
policy  form  is  so  drawn  that  the  benefits  and  the  condi- 
tions under  which  they  are  payable,  bring  about  a  result 
nearly  equivalent  to  a  revision  (which  otherwise  would 
be  obligatory  on  account  of  accumulating  and  varying 
experiences)  of  the  rate  itself.  Except  as  affected  by  the 
many  changes  in  classification  which  are  made  from  time 
to  time,  the  rates  which  now  obtain  have  been  fixed  by 
long  usage  and  remain  invariable  through  the  force  of 
competition;  consequently,  the  underwriter  seeks  other 
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means  by  whicli  he  may  harmonize  practice  with  theory 
and  by  which  he  may  reap  the  benefit  of  his  accumulated 
underwriting  knowledge  and  experience.  These ' '  means ' ' 
usually  prove  to  be  the  policy  itself.  The  company  may 
change  its  underwriting  practice  from  time  to  time — that 
is,  certain  classes  of  risks  may  become  unacceptable,  par- 
ticular forms  of  policies  may  be  restricted  to  specified 
occupations,  "  eliminations  "  excluding  certain  hazards 
or  certain  injuries  may  be  attached  to  the  policy,  and 
so  on. 

Bates  have  declined  and  become  more  discriminatory 
during  the  past  twenty  years,  and  especially  during  the 
last  decade,  through  the  broadening  and  liberalization  of 
the  policy  contract.  This  broadening  has  been  due  in 
some  measure  to  competition ;  but  it  is,  in  part,  the  result 
of  an  effort  to  render  accident  insurance  more  attractive 
to  the  insuring  public.  Slow  but  constant  increase  in 
underwriting  knowledge,  ability  and  experience  justify 
this  course.  Competition  and  the  necessity  of  strength- 
ening the  appeal  of  accident  insurance  have  forced  the 
underwriter  to  apply  his  experience  in  this  direction 
rather  than  in  the  more  complex  (though  perhaps  more 
scientific)  way  of  constant  change  and  graduation  of 
rates. 
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Table  No.  P 

Rented  February  1,  1911. 

Classification  op  Risks. 

Each  $1,000  of  insurance  carries  with  it  $5.00  weekly  indemnity  unless  other- 
wise specified. 

Occupations  are  classified  by  letter,  numeral  and  title,  following  prevailing 
practices  of  various  companies. 

The  numeral  2+,  herein  adopted,  signifies  classification  "BS,"  or  "Extra 
Preferred." 

As  used  in  this  Manual,  the  following  table  shows  the  designations  which 
signify  the  same  classification  of  risks. 


A 

1 

Select. 

B 

2 

Preferred. 

BS 

2+ 

Extra  Preferred 

C 

3 

Ordinary. 

D 

4 

Medium. 

DS 

5 

Special. 

E 

6 

Hazardous. 

F 

7 

Extra  Hazardous 

G 

8 

Perilous. 

H 

X 

Extra  Perilous. 

Any  occupation  not  classified  will  be  rated  by  the  Company  upon  receipt 
of  full  particulars. 


2  Table  No.  1  is  a  reproduction  of  the  "explanatory  page"  of  the  ''Standard  Manual*' 
(as  adopted  by  The  International  Association  of  Accident  Underwriters).  This  page  ex- 
plains that  class  "A."  class  "1"  and  class  "Select"  indicate  the  same  ciaBsifioation:  that 
class  "B,"  "3"  and  "Preferred"  are  also  identical,  etc. 
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Occupation. 


Class. 


Carpenter,  shop  work,  using  machinery E     6 

Carpenter,  inside  or  shop  work  only,  not  using  ma- 
chinery  D 

Carpenter,  on  river  steamer DS 

Carpenter,  ship DS 

Carpet  cleaner,  layer,  or  maker C 

Carpet  manufactvirer,  superintending  only B 

Carpet  manufacturer,  not  superintending  or  working 

in  mill A 

Carriage  or  wagon  agent,  dealer,  or  merchant,  hand- 
ling or  setting  up C 

Carriage  or  wagon  agent,  dealer,  or  merchant,  not 

handling  or  setting  up B     2 

Carriage  or  wagon  maker E     6 

Carriage  or  wagon  maker,  metal  worker,  not  using 

drop  press DS  6 

Carriage  or  wagon  maker,  wood  worker,  not  using 

machinery D     4 

Carriage  or  wagon  maker,  cloth  or  leather  worker .  . .  C  3 
Carriage  or  wagon  manufacturer,  superintending  only  C  3 
Carriage  or  wagon  manufacturer,  not  superintending 

or  working  in  factory B     2 

Carriage  painter BS   2-|- 

Carriage  trimmer  and  upholsterer C     3 

Cartridge  and  percussion  cap  maker  (not  insurable) .  H     X 

Carver,  wood  or  ivory,  machine  worker E     6 

Carver,  wood  or  ivory,  hand  tools  only C     3 

Cashier,  inside  work  only A      1 

Casket  (see  Coffin). 

Caterer,  working C     3 

Caterer,  proprietor,  supervising  only B     2 

Cattle  Commission  Broker  at  Stock  Exchange  only, 

Chicago,  Kansas  CSty,  Omaha,  or  St.  Louis C     3 

Cattle  deaier,  or  broker,  visiting  yards,  not  tending 

in  transit DS  5 

Cattle  dealer  or  broker,  not  entering  pens  or  handling 

stock D     4 

Cattle  dealer  or  broker,  not  tender  or  drover,  not  on 
farm  or  ranch  or  in  yards,  not  handling  stock B     2 


Hazardous 

Medium 

Special 

Special 

Ordinary 

Preferred 

Select 

Ordinary 

Preferred 
Hazardous 

Special 

Medium 
Ordinary 
Ordinary 

Preferred 

Extra  Preferred 

Ordinary 

Extra  Perilous 

HazardoiiB 

Ordinary 

Select 

Ordinary 
ftef  erred 

Ordiaary 

Special 

Medium 

Preferred 


>  Table  No.  2  is  a  specimen  paice  taken  from  the  Manual. 
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Chapteb  XXXIV 

SETTLEMENT  OF  LOSSES 

By  Walter  C.  Faxon 

Upon  the  equitable,  fair  and  even  liberal  settlement  of 
valid  claims  under  policies  of  accident  insurance  de- 
pends the  underwriting  success  of  the  company,  and  upon 
the  firm  resistance  of  fraudulent  claims — ^which  fre- 
quently arise^ — depends  the  financial  success  of  the  com- 
pany. 

A  middle  groimd  of  compromise  of  claims  where  there 
is  an  honest  difference  of  opinion  as  to  the  extent  of  valid 
liability,  and  also  where  the  fraudulent  intent  is  impos- 
sible of  proof,  marks  the  point  where  "  wisdom  is  the 
better  part  of  valor  ' '  and  the  services  of  the  skillful  and 
diplomatic  adjuster  are  indispensable. 

No  company  can  long  endure  in  the  accident  insurance 
business  which  has  a  reputation  for  unwarrantably  fight- 
ing its  claims,  neither  can  a  company  long  withstand  the 
strain  which  allows  itself  to  be  held  up  and  robbed. 

The  premiums  charged  for  accident  insurance  are  based 
upon  the  amount  needed  to  pay  the  claims,  which  experi- 
ence has  demonstrated  will  likely  arise  in  each  occupa- 
tion, plus  the  amount  needed  to  cover  the  cost  of  securing 
and  caring  for  the  business  and  for  a  small  margin  of 
profit  to  those  who  have  invested  the  necessary  capital 
and  have  taken  the  chances  of  the  enterprise. 

If  the  claim  ratio  soars  unduly  in  a  given  occupation 
when  it  is  computed  upon  a  sufficiently  large  volume  of 
business  that  has  matured  over  a  term  of  years,  the  rem- 
edy lies  in  the  advancing  of  that  occupation  to  a  higher 
classification  or  applying  such  other  restrictive  measure 
as  may  be  indicated  by  an  analysis  of  the  experience, 
such  as  restricting  the  amount  either  of  principal  sum 
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or  of  weekly  indemnity  that  will  be  written  upon  a  single 
risk,  or  restricting  the  scope  of  the  insurance  as  to  the 
benefits.  It  is,  however,  often  impossible  to  effect  a 
proper  advancement  of  a  given  rating,  especially  in  occu- 
pations in  which  large  numbers  of  men  are  engaged, 
because  of  the  varying  results  which  may  be  disclosed  by 
the  experience  of  the  different  companies  without  there 
being  any  discoverable  reason  for  such  variation,  or  for 
so-called  "  business  reasons." 

Prompt  Notice  of  Injury 

Manifestly  the  first  step  in  the  settlement  of  claims, 
and  one  of  fundamental  importance,  is  the  immediate 
serving  of  notice  upon  the  company  that  an  event  has 
happened  upon  which  a  claim  is  likely  to  be  predicated. 
This  notice  enables  the  company  through  its  local  repre- 
sentatives, and  its  medical  examiners,  to  discover 
whether  or  not  the  anticipated  claim  is  to  be  based  upon 
' '  bodily  injuries  effected  solely  through  external,  violent 
and  accidental  means,  which  injuries  independently  of 
all  other  causes  "  have  resulted  or  will  result  in  loss  of 
life,  limb,  sight  or  time,  or  in  a  surgical  operation.  In 
fatal  cases  the  promptness  of  notice  is  more  necessary 
than  in  other  cases,  owing  to  the  possibility  that  the  true 
cause  of  death  is  not  absolutely  clear,  and  the  knowledge 
which  can  only  be  obtained  through  the  medium  of  an 
autopsy  necessary  to  definitely  determine  what  this  is. 
It  is  much  better  when  an  autopsy  must  be  performed  to 
have  it  done  before  burial,  and  in  these  days  of  crema- 
tion any  delay  or  failure  to  give  notice  where  that  method 
of  disposing  of  the  body  is  employed  would  be  highly 
prejudicial  to  the  rights  of  the  parties  interested. 

There  are  two  sides,  however,  to  this  matter  of  serving 
notice  of  the  happening  of  an  accident  upon  which  a 
claim  is  to  be  based.  Some  years  ago  nearly  all  policies 
called  for  "  immediate  notice  with  full  particulars  "  be- 
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ing  given,  and  in  cases  of  delayed  notice  the  courts  were 
called  upon  to  interpret  the  meaning  of  "  immediate 
notice,"  which  they  always  construed  favorably  to  the 
claimant  and  iu  case  of  death  especially,  favorably  to 
the  beneficiary,  allowing  almost  any  excuse — such  as 
alleged  lack  of  knowledge  of  the  existence  of  the  policy — 
the  confusion  and  preoccupation  incident  to  the  fact  of 
a  death  in  the  family,  etc.,  to  warrant  the  delay  or  justify 
it — no  matter  to  what  extent  the  rights  of  the  company 
had  been  imperiled.  The  companies — some  of  them  at 
least — adopted  language  requiring  notice  within  ten  days 
under  penalty  of  forfeiture  of  the  claim.  The  enforcing 
of  the  ten-day  limit  in  cases  otherwise  meritorious  led  to 
grave  dissatisfaction  which  is  reflected  in  the  recently 
enacted  "  Standard  Provisions  Laws  "  applicable  to 
accident  and  health  insurance  under  which  (except  in 
fatal  cases)  notice  within  thirty  days  is  legally  sufficient 
— and  in  some  states  the  time  is  forty  and  even  sixty 
days. 

Most  policies — other  than  those  prepared  especially  to 
conform  to  the  Standard  Provisions  Law  just  mentioned 
— provide  for  notice  as  ' '  soon  as  may  be  reasonably  pos- 
sible," and  this  gives  opportunity  for  the  interested 
parties  to  determiae  by  the  facts  of  each  case  what  con- 
stitutes "  reasonably  possible  "  conditions. 

Proof  of  Loss 

Notice  having  been  given  and  its  sufficiency  as  to  time 
when  served  beiag  granted,  it  is  customary  for  the  com- 
panies to  furnish  certain  blank  forms  to  be  used  in  filing 
the  claim.  These  forms  consist  of  a  "  Claimant's  Affi- 
davit," and  "Attending  Physician's  Certificate"  and, 
in  cases  where  the  insured  is  in  the  employ  of  a  corpora- 
tion or  firm  or  in  any  capacity  where  he  has  a  foreman  or 
timekeeper  over  him  so  that  a  record  is  kept  of  his  ab- 
sence from  his  work,  a  "  Certificate  of  Employer  "  is 
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required,  which  certificate  simply  sets  forth  the  period 
during  which  he  has  lost  full  time  and  the  period  during 
which  he  may  have  worked  part  time.  The  "  claimant's 
aflSdavit,"  after  setting  forth  the  record  of  the  policy 
under  which  the  claim  is  being  made,  proceeds  to  describe 
the  nature  of  the  accident  and  the  character  of  the  in- 
juries sustained,  giving  also  the  precise  date — day  and 
hour — of  its  occurrence.  The  amount  claimed  is  then 
stated  and  his  record  of  previous  claims,  if  any,  as  well 
as  other  insurance  he  may  be  carrying  is  embodied  in 
the  statement.  The  claimant  makes  affidavit  to  the  truth 
of  his  statements  and  usually  the  form  embodies  an 
agreement  on  his  part  that  the  payment  of  the  amount 
claimed  shall  be  in  full  satisfaction  of  all  claims  against 
the  company  based  upon  the  accident  under  considera- 
tion. If  the  claim  is  for  a  longer  period  than  eight  weeks 
with  some  companies,  or  thirteen  weeks  with  others,  the 
claimant  is  permitted  to  prepare  his  claim  for  such 
period,  and  in  that  event  he  is  not  required  to  sign  the 
agreement  as  to  fuU  and  final  settlement  until  his  final 
claim  is  made. 

The  certificate  of  the  attending  physician  gives  the 
nature  and  extent  of  the  injuries  received,  the  treatment 
of  same  and  its  duration,  and  also  the  duration  of  total 
or  partial  disability  resulting  therefrom. 

These  papers,  together  with  such  supplementary  evi- 
dence as  may  be  submitted  by  the  claimant  and  the  re- 
ports of  the  agent  and  company's  medical  examiner,  are 
carefully  reviewed  by  the  claim  department,  and  if  the 
claim  appears  to  be  valid  under  the  policy,  a  check  with 
form  of  release  printed  upon  the  back  is  forwarded  to 
the  agent  for  delivery  to  the  insured,  who  simply  signs 
the  release  and  endorses  the  check  at  the  same  time,  and 
gets  it  cashed  at  the  nearest  bank  where  he  is  known. 

In  many  instances  the  state  and  general  agents  are 
authorized  to  approve  and  pay  indemnity  claims  within 
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reasonable  limits  as  to  the  amount  involved,  and  this  is 
done  by  the  issue  of  drafts  upon  the  company  which  are 
cashed  at  the  banks  in  the  same  manner  as  are  the  checks 
already  mentioned.  In  this  way  the  delay  incident  to 
sending  the  papers  to  the  company  and  awaiting  arrival 
of  the  check  is  avoided. 

In  cases  of  fatal  accidents  the  proofs  are  somewhat 
more  elaborate,  mainly  to  establish  the  identity  of  the 
deceased  person  as  the  one  insured  and  also  to  record 
the  disposition  made  of  the  remains.  This  is  necessary 
in  some  cases  because  of  attempted  frauds  and  also  in. 
order  that  the  body  may  be  readily  located  should  au- 
topsy be  considered  necessary  after  the  proofs  have  been 
received. 

Claim  Problems 

In  the  settlement  of  valid  claims  there  are  many  inter- 
esting problems  that  must  be  considered,  and  some  of 
these  will  be  briefly  stated.  It  is,  however,  in  fraudu- 
lent cases  that  the  resources  of  the  claim  department  are 
taxed  to  the  utmost,  and  the  discovery  of  these  fraudu- 
lent cases  necessitates  the  keenest  scrutiny  of  all  claims, 
as  otherwise  they  will  slip  through. 

The  first  question  to  be  considered  in  every  case  is, 
was  the  insurance  in  force  when  the  accident  occurred? 

Policies  are  written  for  varying  terms,  from  one  day 
to  one  year.  Eelatively  few  are  written  for  less  than 
three  months. 

The  premiums  are  paid  annually,  semi-annually  and 
quarterly.  If  the  record  shows  the  premium  for  the  cur- 
rent term  of  three,  six  or  twelve  months  has  been  re- 
ported to  the  company  the  insurance  is  regarded  as  in 
force.  Otherwise  the  agent  must  be  called  upon  to  dis- 
close the  precise  situation  upon  this  point. 

The  next  question  is,  was  the  disability  due  solely  to 
bodily  injuries  and  were  they  received  through  purely 
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accidental  means!  If  conditions  were  present  that  are 
usually  described  in  terms  that  indicate  disease,  were 
they  due  to  the  injuries  or  were  they  simply  coincident, 
and  if  coincident  were  the  injuries  themselves  sufficiently 
severe  to  have  caused  the  disability  even  though  the  dis- 
ease conditions  were  not  present? 

Is  the  period  of  time  for  which  indemnity  for  total 
disability  is  claimed  reasonable  in  view  of  the  medical 
evidence  submitted  as  to  the  nature  and  extent  of  the 
injuries  sustained? 

The  same  question  must  be  considered  in  respect  to 
the  period  of  partial  disability  and  especially  of  partial 
following  total. 

Are  there  any  reasons  to  warrant  conclusion  that  the 
claim  is  being  unduly  prolonged  because  of  over  insur- 
ance for  weekly  indemnity,  loss  of  position  because  of 
absence  from  place  of  employment  or  disinclination  to 
return  to.  work  as  promptly  as  physical  condition  will 
permit? 

In  applying  for  indemnity  for  partial  disability,  has 
the  claimant  given  due  consideration  to  the  provisions  of 
the  policy  contract,  applying  only  for  that  to  which  he 
is  entitled  by  its  terms  as  applied  to  the  facts,  or  is  he 
seeking  indemnity  because  of  existing  pain,  discomfort, 
inconvenience,  instead  of  for  actual  loss  of  business  time 
to  the  extent  for  which  the  company  has  agreed  to  allow 
indemnity? 

If  the  claim  is  based  upon  the  so-called  "  Double  In- 
demnity "  clause  of  the  policy,  does  it  really  come  within 
the  conditions  under  which  double  indemnity  is  payable? 
This  is  very  important,  and  border  line  cases  should  be 
very  carefully  considered,  not  only  in  respect  to  the  case 
in  hand,  but  as  bearing  upon  future  cases,  it  being  im- 
portant that  no  wrong  precedents  be  established  by  the 
payment  of  double  benefits  where  single  benefits  only 
should  be  allowed. 
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Attempts  to  Defraud  Companies 

The  fact  that  contracts  of  accident  insurance  afford 
opportunity  for  the  individual  insurers  to  realize  great 
advantages  during  their  lifetime,  and  that  the  harvests 
are  not  invariably  to  be  gathered  by  others  after  the  in- 
sured have  died,  as  is  the  case  with  life  insurance,  gives 
speculatively  inclined  persons  the  chances  they  are 
always  looking  for  to  defraud,  and  some  of  the  ways  that 
have  been  employed  to  that  end  may  be  of  interest. 

These  attempts  to  defraud  accident  insurance  com- 
panies, many  times  successful,  embrace  in  their  fulfill- 
ment nearly  the  whole  category  of  crime,  from  simply 
obtaining  money  under  false  pretenses,  perjury  and 
forgery,  to  homicide,  self-inflicted  injuries  and  suicide. 

They  may  be  conveniently  grouped  into  the  following 
classes : 

Over-insurance. 

Misrepresentations  in  applying  for  insurance. 

Simulated  injuries. 

Self-inflicted  injuries,  including  suicide. 

Homicide. 

Disappearance. 

Conspiracy. 

These  various  schemes  could  be  illustrated  by  citing 
many  cases.  Only  a  few  will  be  given,  just  enough  to 
show  to  what  extraordinary  lengths  people  will  go  to  get 
money,  to  which  they  are  not  entitled,  from  accident  in- 
surance companies. 

Over-Insurance 

In  a  case  of  over-insurance  for  weekly  indemnity,  the 
claimant  begins  by  the  concealment  of  other  insurance 
being  carried,  or  for  which  application  is  being  made, 
which,  if  revealed,  would  result  in  the  risk  being  de- 
clined; and  this  concealment  is  also  carried  into  the 
preparation  of  the  proofs  of  loss  when  claims  are  pre- 
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sented  to  the  several  companies,  to  avoid  the  pro-rating 
of  the  several  claims  to  the  actual  value  of  the  time  lost, 
which  is  provided  for  in  the  contracts  of  many  companies, 
and  might  well  be  considered  by  many  other  companies  in 
formulating  their  contracts.  Broken  bones  and  lacerated 
flesh  are  very  slow  in  healing  when  the  time  being  con- 
sumed in  the  process  is  being  paid  for  at  a  rate  several 
times  greater  than  the  victim  would  be  earning  at  his 
regular  occupation,  and  especially  is  this  true  with  con- 
stitutions that  habitually  require  a  great  deal  of  rest. 
Cases  of  moderate  over-insurance  are  not  as  a  rule  re- 
garded as  fraudulent,  and  many  cases  arise  where  the 
fact  of  over-insurance  could  not  be  shown  to  have  had  any 
effect  whatever  in  the  prolongation  of  the  period  of 
time  for  which  indemnity  is  claimed.  In  such  cases  there 
are  several  reasons  which  may  explain  the  existence  of 
over-insurance :  the  lack  of  consideration  of  the  propriety 
of  keeping  the  insurance  purchased  within  the  money 
value  of  the  time  being  insured,  a  reduction  of  the  earn- 
ing capacity  of  the  insured  after  the  insurance  was  taken, 
or  the  importunity  of  agents  in  securing  business  and 
the  dislike  of  the  person  to  say  "  No  "  when  he  knows 
he  has  enough. 

In  one  instance  the  agent  had  left  the  employ  of  the 
company  in  which  he  had  insured  a  certain  person,  and 
when  the  renewal  time  came  around  he  prevailed  upon 
him  to  take  a  policy  in  the  company  to  which  he  had 
transferred,  supposing  that  the  first  policy  would  not  be 
renewed.  But  the  agent  who  succeeded  him  in  the  first 
company  prevailed  upon  the  man  to  retain  his  policy. 
Other  agents  persuaded  him  to  take  policies  until  the 
man  had  policies  in  three  or  four  companies,  and  then 
he  had  a  claim.  He  had  no  fraudulent  intentions,  and 
when  he  filled  out  his  claim  papers  he  put  in  his  ordinary 
salary  as  his  time  value,  and  mentioned  all  the  other 
policies  he  had,  and  the  indemnity  provided  by  them  all 
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very  mueh  exceeded  Ms  earnings.  When  the  matter  of 
pro-rating  the  several  claims  was  taken  up  with  him,  he 
quickly  discovered  that  he  was  very  much  more  valuahle 
than  he  had  said  he  was  in  his  claim,  and  more  sources 
of  income  were  discovered  to  make  him  eligible  to  draw 
the  full  indemnity  than  one  would  naturally  suppose 
could  be  overlooked  by  so  valuable  a  man  in  naming  his 
original  estimate  of  his  time  value. 

Over-insurance  is  not  confined  to  weekly  indemnity, 
however,  but  occurs  in  almost  all  losses  of  hand  or  foot, 
where  the  injuries  are  believed  to  be,  and  in  fact  are, 
intentionally  self-inflicted.  In  the  majority  of  cases  of 
over-insurance  for  weekly  indemnity  the  claimants  rely 
upon  the  companies  not  ascertaining  the  facts,  and  when 
these  are  discovered,  they  usually  accept  the  inevitable 
pro-rating  of  the  claim  and  say  nothing.  Usually  the  de- 
termination that  such  cases  are  fraudulent  is  somewhat 
difficult,  however  much  we  may  believe  they  are  entitled 
to  be  counted  in  that  class. 

Misrepresentations  in  Applications 

The  integrity  of  the  insurance  contract  is  conditioned 
upon  the  representations  made  in  the  application  upon 
which  it  is  based.  If  the  giving  of  full  and  correct  in- 
formation, concerning  all  matters  the  application  refers 
to,  would  be  likely  to  result  in  the  risk  being  declined, 
the  person. applying  for  insurance  would  naturally  find 
it  necessary  to  give  indefinite  statements  or  altogether 
wrong  statements,  so  as  not  to  fail  in  the  securing  of  the 
policy  under  which  to  make  his  intended  fraudulent 
claims.  These  misrepresentations  are  most  likely  to 
deal  with  physical  defects,  or  concealment  of  the  fact 
that  special  hazards  are  to  be  incurred  involving  more 
than  the  ordinary  dangers  which  the  occupations  stated 
in  the  application  would  be  expected  to  occasion.  The 
failure  to  state  the  fact  of  having  other  accident  insur- 
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ance,  or  of  having  been  declined  accident  insurance  by 
other  companies,  or  of  having  had  claims  paid  or  refused 
by  other  companies,  are  also  misrepresentations  that  are 
indulged  in  to  procure  the  acceptance  of  the  risk  and  the 
issue  of  the  policy. 

Disappearance 

A  favorite  way  of  collecting  under  accident  policies  is 
to  fix  up  the  evidence  so  as  to  show  death  probably  re- 
sulted from  accidental  burning  or  from  drowning,  in 
some  cases  no  body  being  found,  but  almost  always  a 
substitute  being  supplied;  or,  as  iu  one  case,  evidence 
being  manufactured  as  to  the  finding  of  the  body  and  of 
its  being  robbed  of  its  clothing  and  thrown  into  the 
stream  again. 

Some  years  ago  a  man  named  Thrun  obtained  several 
large  life  insurance  policies  and  a  couple  of  accident 
policies  and  then  procuring  the  dead  body  of  a  man,  put 
it  in  his  house.  The  house  burned,  and  an  affidavit  was 
submitted  in  support  of  the  claim,  that  Thrun  told  the 
affiant  that  he  was  going  into  the  burning  house  to  re- 
cover his  papers  and  money,  and  thereupon  rushed  into 
the  house.  When  the  fire  had  been  put  out,  the  charred 
remains  of  a  body  was  found  in  the  ashes,  and  Mr.  Thrun 
could  not  be  found.  The  circumstances  immediately 
aroused  suspicion,  however,  and  an  expert  was  employed 
to  examine  carefully  the  charred  bones  that  were  found, 
to  determine  the  identity  of  the  remains.  He  decided  that 
they  could  not  be  the  bones  of  Thrun.  The  investigation 
by  several  companies  resulted  in  finding  Thrun  alive ;  he 
had  simply  passed  through  the  house  and  concealed  him- 
self somewhere  and  subsequently  made  his  escape,  but 
was  finally  found  and  the  fraud  exposed. 

In  the  famous  Goss-Udderzook  case,  a  full  account  of 
which  has  been  published,  the  body  of  a  man  was  put  into 
a  shanty  in  the  woods,  where,  for  the  purpose  of  building 
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up  the  evidence,  the  two  men  Gross  and  Udderzook  lived 
for  some  time,  claiming  to  be  making  experiments  in 
some  sort  of  inflammable  or  explosive  compound.  One 
night  the  shanty  burned  and  the  remains  of  a  man,  sup- 
posed to  be  Udderzook,  were  found  in  the  ashes.  They 
were  taken  to  his  home,  where  his  wife  fell  upon  them 
and  claimed  to  recognize  them  as  her  husband,  and  was 
overcome  with  grief  on  account  of  his  horrible  death. 
Claims  were  made  under  the  several  life  and  accident 
policies  that  had  been  issued  to  him,  but  the  companies 
were  very  slow  in  paying,  and  finally  Udderzook,  tired 
of  hiding  so  long  while  his  accomplices  were  getting  no 
money,  and  fearing  that  the  fraud  would  be  discovered 
by  the  actions  or  talk  of  Goss,  came  out  of  his  hiding  and 
murdered  Goss,  for  which  crime  he  was  hanged. 

A  case  involving  more  complications  and  covering  a 
wider  range  of  possibilities  than  is  usual,  occurred  in 
Texas.  The  insured  was  at  a  farm  some  eight  miles  from 
Waco,  at  the  home  of  his  father-in-law.  There  was  a  long 
narrow  room  in  the  house  with  a  fireplace  across  one  end, 
but  near  the  corner  of  the  room.  Between  the  fireplace 
and  the  corner  was  a  pile  of  fire  wood.  Next  to  the  pile 
of  wood  was  a  cot  or  lounge,  so  close  to  the  wood  that  the 
latter  rested  against  it  somewhat.  Between  the  wood  and 
the  fireplace  and  leaning  against  the  latter,  there  stood 
a  double  barreled  gun.  The  story  was  that  when  the 
insured  came  into  the  room  he  threw  himself  down  on  the 
couch,  and  in  doing  so  caused  some  of  the  sticks  of  wood 
to  fall,  knocking  down  the  gun,  which  was  discharged, 
the  contents  going  into  his  feet,  blowing  one  foot  almost 
completely  off  and  injuring  the  other.  Some  of  the  shot 
went  across  the  room  and  lodged  in  the  door  casing  a 
short  distance  above  the  floor.  While  the  doctor  who 
made  a  statement  of  the  case  was  not  an  eye  witness  to 
the  shooting  he  was,  nevertheless,  sufficiently  explicit  in 
his  statement  to  say  that  the  insured's  left  foot  was  shot 
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off  by  the  discharge  of  one  barrel  of  the  gun  and  that  he 
was  at  the  same  time  shot  in  the  other  foot  by  the  dis- 
charge of  the  other  barrel.  Just  how  he  arrived  at  his 
conclusions  I  cannot  say,  unless  as  a  matter  of  fact  he 
knew  the  facts  in  regard  to  the  shooting  and  inadver- 
tently departed  from  the  story  fixed  up  by  the  conspira- 
tors, and  told  the  truth.  When  it  became  known  that  the 
insured  was  likely  to  get  money  from  two  insurance  com- 
panies on  account  of  the  loss  of  his  foot,  six  or  more  of 
his  creditors  got  out  garnishment  processes  and  tied  the 
matter  so  that  he  did  not  press  a  claim  for  the  money. 
He  had  been  convicted  of  crime  several  times,  had  made 
claims  against  fire  insurance  companies  for  several  fires, 
was  heavily  in  debt,  and  had  involved  his  father-in-law 
through  forgeries  to  a  very  large  amount. 

After  the  stump  healed  he  resumed  his  wicked  career. 
One  night  some  five  months  later  while  the  insured  was  in 
bed,  presumably  asleep,  the  father-in-law  and  his  son 
might  have  been  seen  riding  horseback  toward  the  in- 
sured's home.  They  did  not  approach  the  front  of  the 
house,  but  going  through  the  adjoining  field,  reached  an 
orchard  back  of  the  barn,  where  they  dismounted  and 
hitched  their  horses  to  the  trees,  went  to  the  barn,  took 
off  their  shoes,  crept  stealthily  along  the  board  walk  to 
the  back  of  the  house,  mounted  the  steps  to  the  gallery  or 
porch,  opened  the  screen  door  which  was  but  slightly 
fastened,  if  at  all,  and  entered  the  house.  In  the  room 
in  which  the  insured  slept,  his  wooden  leg  removed,  there 
was  a  fearful  struggle,  at  the  close  of  which  the  cripple, 
and  the  junior  of  the  two  men  lay  dead  on  the  bed,  both 
with  their  throats  cut  in  a  most  horrible  manner.  The 
old  man  of  sixty-eight  years  retraced  his  steps  to  the 
bam,  took  his  shoes,  left  those  belonging  to  his  son, 
mounted  his  horse  and  leading  the  other  one,  went  back 
to  his  home,  where  a  messenger  soon  arrived  to  inform 
him  that  his  son  was  dead.    Having,  meanwhile,  changed 
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his  clothing,  even  to  his  stockings,  he  went  into  town  to 
look  after  the  remains  of  his  dead  son.  The  next  morning 
he  confessed  the  deed,  but  he  was  acquitted  on  the  ground 
of  insanity. 

After  the  death  of  the  insured,  his  widow,  the  daughter 
of  the  man  who  had  murdered  him,  made  claim  upon  the 
insurance  companies  for  the  full  amount  of  the  policies, 
alleging  that  the  murder  was  committed  by  a  burglar  and 
that  the  companies  were,  therefore,  liable. 

In  addition  to  the  claim  of  the  widow,  a  claim  was  made 
by  the  insured's  mother,  as  assignee,  for  the  amount 
provided  by  the  policy  for  the  loss  of  a  leg,  and  claim  was 
also  made  for  this  amount  by  a  trustee  in  bankruptcy; 
so  there  were  three  sets  of  claimants,  and  as  they  could 
not  agree  among  themselves  it  was  impossible  for  a  long 
time  to  dispose  of  the  case  with  any  one  of  them.  After  a 
while,  through  the  efforts  of  an  attorney,  a  settlement  was 
effected  and  the  suits  withdrawn  upon  the  payment  of 
$2,000  by  the  company  to  the  attorney  for  the  widow. 
What  disposition  of  this  money  was  finally  made  I  do  not 
know.  During  the  investigation  of  this  case  it  was 
learned  that  an  affidavit  had  been  made  by  the  insured 
bearing  on  the  true  facts  of  the  case,  but  it  could  not  be 
secured  until  after  the  settlement  had  been  made.  It  was 
thereafter  obtained  and  I  will  quote  sufficiently  from  it  to 
show  the  depth  of  depravity  to  which  men  will  descend 
in  order  to  get  money,  and  especially  money  belonging  to 
insurance  companies. 

I, ,  of  the County  and  State  of  Texas, 

do  swear  that  I  now  owe  some  $4,500  for  borrowed  money 
for  which  my  notes  are  out  and  signed  by  (four  persons 
named)  as  surety,  and  that now  owes  the  Citi- 
zens '  National  Bank  a  large  amount  of  money,  and  that  I 
now  have  some  $13,000  accident  insurance,  also  some 
$12,000  life  insurance  payable  to  my  wife  in  case  of  my 
death,  and  that and  his  son ,  have  been 
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after  me  several  times  to  let  some  one  shoot  off  my  legs 
so  I  could  get  my  accident  insurance,  and  they  now  have 
made  arrangements  with to  shoot  them  off  to- 
morrow at  Mr place,  some  eight  miles  from 

,  claiming  it  an  accident  so  I  can  collect  the  in- 
surance money,  and  there  being  present  at  the  time 

,  who  will  do  the  shooting is  to  hire 

or  rent  a  10  gauge  shot  gun  from as  they  have 

shells  already  loaded  to  fit,  they  are  loaded  with  buck 
shot  and  said  buck  shot  will  be  used. 

I, ,  do  solemnly  swear  that  the  statements  on 

the  reverse  side  are  true  and  correct. 

Witness  my  hand  this day  of ,  19 . . . 

Simulated  Injuries 

One  of  the  most  striking  cases  of  simulated  injuries 
was  that  of  a  professional  man,  a  doctor,  who,  represent- 
ing that  his  time  was  of  the  value  of  $250  per  month,  ob- 
tained a  combination  accident  policy  for  $5,000  with  $25 
weekly  indemnity,  doubling  to  $10,000  with  $50  weekly 
indemnity.  This  policy  was  purchased  November  16th, 
1904.  On  the  29th  of  the  same  month,  while  a  passenger 
on  a  railway  train,  he  claimed  that  while  he  was  getting  a 
drink  of  water  at  the  cooler  in  the  car,  the  floor  being  wet, 
his  feet  slipped  from  under  him  and  he  struck  the  back  of 
his  head  against  the  iron  railing  on  the  water  cooler.  As 
a  result  of  the  iujuries  received  by  this  fall  he  claimed  to 
have  become  blind,  first  in  one  eye  and  then  in  both,  for 
which  he  demanded  $10,000,  the  full  principal  sum  in- 
sured under  the  double  benefit  clause  of  the  policy.  He 
also  claimed  to  be  entirely  paralyzed  in  the  left  arm; 
partially  paralyzed  in  the  left  leg  and  side,  and  partially 
paral^^^ed  in  the  right  side,  for  which  additional  calam- 
ities he  claimed  $2,000,  $1,000  and  $500,  respectively;  also 
fees  for  medical  attendance,  and  in  the  event  of  having  to 
file  suit  to  collect  these  several  amounts  he  claimed  12 
per  cent,  additional  under  what  he  and  his  attorney 
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supposed  to  be  an  effective  statute,  but  which  had  been 
declared  to  be  inapplicable  to  claims  under  accident  poli- 
cies; and  also  10  per  cent,  for  attorney's  fees,  $16,470  in 
all,  a  very  respectable  sized  gamble  on  an  investment  of 
$12.50,  for  he  only  paid  for  six  months  insurance. 

The  doctor  went  to  an  oculist  the  day  following  the 
alleged  accident  to  have  his  eyes  examined.  On  the  12th 
of  January,  1905,  an  oculist  representing  this  company 
made  an  examination  in  the  office  of  the  insured's  attend- 
ing oculist,  who  informed  the  company's  representative 
that  on  his  first  examination  the  day  after  the  alleged  fall 
he  found  a  bruise  on  the  left  side  of  the  neck  three  inches 
long  and  two  inches  in  width;  that  the  tissue  around  the 
bruise  was  hard  with  skin  discolored;  that  the  patient 
could  not  turn  his  head  to  the  left,  any  movement  or 
touch  causing  great  pain.  He  suffered  some  pain  from 
his  shoulder,  and  his  left  arm  was  paralyzed,  also  some 
loss  of  sensation;  that  at  the  first  examination  there 
was  total  loss  of  vision  in  the  left  eye,  while  the  vision  in 
the  right  eye  was  normal ;  that  there  was  no  evidence  of 
any  inflammation  or  congestion  in  either  eye,  except  a 
slight  redness  of  the  conjunctiva  at  the  inner  cauthus  of 
the  left  eye ;  that  there  was  no  impairment  of  function  of 
the  extrinsic  muscles  of  the  eye;  that  the  eyes  could  be 
moved  in  all  directions;  that  there  was  nothing  in  the 
examination  of  the  interior  of  the  eye  to  accoimt  for  the 
loss  of  sight ;  that  the  fundus  in  both  eyes  was  perfectly 
healthy,  with  the  pupils  responsive  to  light.  The  local 
oculist  further  advised  our  doctor  that  on  the  next  exam- 
ination, made  December  2d,  he  found  the  vision  in  the 
right  eye  getting  worse.  On  December  5th,  he  found 
loss  of  sight  in  right  eye.  Further  questioning  brought 
out  that  frequent  examinations  had  been  made  between 
December  5th  and  January  12th,  the  date  of  this  exam- 
ination, without  discovering  any  evidences  of  disease  of 
either  the  eyes,  nose,  ears,  throat  or  mouth,  but  that  the 
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patient  complained  of  a  roaring  in  Ms  right  ear;  that  lie 
found  the  vocal  chord  paralyzed,  also  paralysis  of  the 
tongue. 

To  give  the  full  report  of  the  doctor's  examination 
would  be  tiresome.  Suffice  it  to  say  that  when  the  doctor 
wanted  to  have  the  patient  move  his  eyes  to  the  right  or 
to  the  left  he  could  not  do  it  until  after  he  had  reminded 
the  attending  physician  that  he  had  told  him  there  was 
no  paralysis  of  the  extrinsic  muscles,  and  after  he  had 
explained  to  the  patient  what  our  doctor  wanted,  there 
was  no  difficulty  in  his  looking  in  whatever  direction  the 
doctor  desired.  Notwithstanding  our  doctor  found  that 
his  eyes  were  perfectly  normal  and  his  vision  unimpaired, 
the  insured  spent  the  next  few  weeks  in  various  and 
numerous  boarding  houses,  posing  as  a  blind  man  and  as 
one  paralyzed — a  much  abused  individual  who  had  a 
claim  against  a  great  insurance  company  that  would  not 
pay  him  what  it  owed  him,  but  was  taking  advantage 
of  him  in  his  misfortunes. 

It  is  one  thing  to  believe  that  a  certain  condition  of 
malingering  and  simulation  of  injury  exists,  and  quite 
another  to  establish  by  admissible  evidence  that  such  is 
the  case  especially  when  the  tribunal  before  whom  the 
proofs  are  to  be  submitted  is  a  jury.  Considerable  work 
had,  therefore,  to  be  done  to  get  evidence  of  the  insured's 
actions  during  this  period,  which  would  show  conclu- 
sively that  he  was  faking.  During  all  this  time  he  very 
carefully  refrained  from  telling  the  people  with  whom  he 
was  living  just  who  he  was  and  what  his  previous  history 
had  been.  To  test  the  claimant,  company  representatives 
got  the  man  that  he  was  boarding  with,  some  three  miles 
out  in  the  country,  to  tell  him  that  he  had  learned  that 
certain  parties  were  hunting  for  him.  Just  as  soon  as  he 
was  told  that  he  was  being  looked  for,  the  claimant 
packed  his  grip  and  departed,  leaving  about  eight  o'clock 
in  the  evening  alone,  going  no  one  knows  how  or  where. 
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He  did  not  go  on  a  railroad  train.  This  was  several  years 
ago,  and  no  word  has  been  heard  of  him  and  his  claim  for 
$16,000  for  total  blindness  and  paralysis.  Of  course,  he 
did  not  confine  his  claim  to  the  insurance  company,  but 
undertook  to  collect  from  the  railroad  company  as  well, 
this  being  a  favorite  device  for  not  only  getting  the 
largest  amount  possible  under  accident  policies,  but 
working  the  railroad  as  well. 

Another  case  of  special  interest  because  of  the  extreme 
improbability  of  the  injuries  which  were  received  ever 
being  sustained  accidentally,  or  of  their  being  effected 
intentionally  except  by  a  man  desperately  in  need  of 
money,  was  this : 

Some  years  ago  a  man  applied  for  $10,000  of  accident 
insurance.  He  had  lost  his  left  hand.  His  occupation, 
superintendent  of  agencies  of  a  fire  insurance  company, 
would  entitle  him  to  the  "  Preferred  "  classification,  but 
under  the  manual  of  instructions  the  agent  submitted  the 
case  to  the  company  for  determination  of  the  rate  to  be 
charged  and  the  amount  of  insurance  to  be  issued.  As  the 
man  had  planned  to  go  out  of  town  soon,  he  arranged  with 
the  general  agent  to  issue  a  policy  at  the  rate  and  for  the 
amount  the  company  permitted,  and  the  risk  was  to  be 
considered  in  force  until  he  could  be  communicated  with 
and  pay  the  premium.  The  company  authorized  the  issue 
of  a  "  regular  "  form  policy  for  $5,000  at  an  advanced 
premium,  equal  to  the  charge  for  an  "  Ordinary  "  rate 
risk. 

Before  word  could  reach  this  man  that  the  policy  had 
been  issued,  word  was  received  from  him  that,  in  climb- 
ing over  a  fence,  while  hunting,  his  double-barreled  shot 
gun  was  accidentally  discharged  and  his  right  hand  shot 
off.  A  witness,  who  claimed  to  be  standing  within  six 
feet  of  him,  made  affidavit  that  the  shootiag  was  entirely 
accidental.  The  proofs  were  duly  submitted  and  the 
claim  paid. 
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It  subsequently  developed  that,  just  prior  to  the  loss 
of  his  left  hand,  which  was  also  shot  off,  he  had  applied 
for  a  policy  in  an  accident  insurance  company,  the  agents 
of  which  could  not  issue  policies,  as  all  policies  were 
written  at  the  home  office.  The  premium  for  this  policy 
was  to  be  $8,  of  which  he  paid  $5  at  the  time  of  signing 
the  application,  and  sent  the  balance,  $3,  to  the  agent  a 
few  days  thereafter.  The  company  delayed  the  issue  of 
the  policy,  for  at  that  time  he  gave  his  occupation  as  a 
theological  student.  Upon  learning  subsequently  that 
he  had  been  called  to  a  church,  the  policy  was  issued,  but 
dated  some  time  after  the  date  on  which  his  hand  had 
been  shot  off. 

Claiming  that,  by  the  acceptance  of  the  $5,  the  agent 
had  bound  the  risk,  a  suit  was  brought  for  the  amount 
payable  for  loss  of  the  left  hand,  which  suit,  at  the  time 
the  second  policy  was  issued,  was  pending  in  the  Supreme 
Court  of  Georgia,  but  of  this  fact  the  company  issuing  the 
second  policy  had,  of  course,  no  knowledge  when  the  risk 
was  accepted.  The  case  was  decided  in  favor  of  the 
company. 

In  July,  1897,  this  man  was  convicted  of  forgery  and 
sentenced  to  three  years'  imprisonment  in  the  peniten- 
tiary, from  which  he  was  released  by  pardon  of  the  gov- 
ernor, mainly  because  a  prisoner  who  had  to  have  a  valet 
in  attendance  was  a  nuisance  in  a  penitentiary.  While  ta 
prison  he  wrote  a  book  entitled  ' '  From  the  Pulpit  to  the 
Penitentiary,"  in  which  he  reviewed  his  early  life  and 
confessed  to  many  forgeries  which  he  had  committed  to 
raise  money. 

While  the  shooting  accidents  may  have  been  accidents 
in  the  true  sense  of  the  word,  the  evidence  of  the  double 
Ufe  he  was  leading  at  the  time,  as  revealed  by  his  own 
confession,  throws  a  dark  cloud  upon  his  protestations 
that  they  were  purely  accidental,  and  the  only  point 
which  lends  color  to  his  statements  being  true  is  the  fact 
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that  he  did  not  get  his  accident  insurance  in  force  beyond 
any  question  in  either  case  before  the  events  upon  which 
his  claims  were  based. 

The  lessons  to  be  derived  from  these  cases  and  the  hun- 
dreds of  others  which  the  companies  have  experienced, 
are,  the  exercise  of  the  greatest  care  in  the  selection  of 
risks,  the  adoption  of  every  means  of  obtaining  informa- 
tion as  to  the  honesty  of  claimants,  and  co-operation  be- 
tween companies  in  supplying  each  other  with  reliable 
information  concerning  both  applicants  and  claimants. 
In  the  greed  for  business  the  companies  have  been,  figur- 
atively speaking,  falling  over  each  other  in  depriving 
themselves  of  conditions  in  the  policy  contracts  which  are 
so  much  needed  in  order  to  successfully  defend  against 
the  payment  of  fraudulent  claims,  and  claims  that  should 
never  be  considered  as  coming  within  the  scope  of  an 
accident  policy. 

The  insuring  clause  of  the  policies  has  been  substan- 
tially unchanged  for  these  many  years,  but  in  many  cases 
it  has  been  regarded  by  the  courts  as  simply  an  introduc- 
tion to  the  policy  contract  and  of  little  importance  in 
itself.  If  the  ' '  conditions  ' '  of  the  policy  did  not  contain 
a  specific  exception  to  liability  that  exactly  fitted  the  cir- 
cumstances of  the  case  under  consideration,  the  fact  that 
the  death  or  disability  was  due  wholly  or  in  part  to  other 
causes  than  bodily  injuries  or,  if  due  solely  to  bodily 
injuries,  they  were  not  effected  through  external,  violent 
and  accidental  means,  would  have  no  consideration  in 
determining  that  the  company  was  liable,  and  the  deci- 
sion would  be  in  favor  of  the  plaintiff.  For  fear  of 
offending  the  sensibilities,  or  hurting  the  feelings  of 
would-be  insurers,  or  because  an  entirely  proper  and 
inoffensive  clause  in  itself  might  permit  of  something 
being  done  by  a  company  manager  or  his  agent  that 
would  be  objectionable  if  done  without  due  regard  to  the 
proprieties,  the  agents  of  one  company  would  proceed  to 
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"  hammer  "  a  clause  in  the  policy  form  of  another  com- 
pany, when,  as  a  matter  of  fact,  there  might  he  worse 
in  their  own  policies,  and  so  one  restriction  after  another 
has  been  eliminated,  and  the  point  has  now  been  reached 
where  reliance  must  be  had  almost  alone  upon  the  lan- 
guage of  the  insuring  clause,  which  as  already  indicated, 
has  not  had  the  benefit  of  judicial  determination  to  the 
same  extent  that  it  would  have  had,  if  the  policies  had 
not  contained  "  conditions  "  upon  which  the  companies 
relied  for  their  defenses.  The  net  result  is  that  many 
claims  will  hereafter  have  to  be  paid  in  full,  which  are 
not  fair  claims  under  the  contract,  because  there  is  no 
language  with  which  the  company's  agent  or  adjuster 
can  convince  the  claimant  that  the  claim  is  not  a  valid 
one,  and  he  cannot  or  will  not  understand  that  the  insur- 
ing clause  means  that  the  claim  under  consideration  is 
not  valid,  and  it  being  impossible  to  convince  the  claimant 
and  his  or  her  attorney  that  such  is  the  case,  the  chances 
of  convincing  twelve  jurymen  wiU  be  regarded  as 
equally  hopeless,  and  so  the  claim  will  be  paid  and 
charged  up  to  '*  experience." 

BIBLIOGRAPHY 

CoNTT,  F.  J. :  Litigation  in  Personal  Accident  Cases.  Proceedings 
International  Association  Accident  Underwriters,  1907:113. 

Fabb,  Chesteb  N.,  Jb.  :  What  is  a  Legal  Accident?  Proceedings, 
International  Association  Accident  Underwriters,  1907:78. 

FoBDTCE,  William  G.  :    Accident  Claims.    Federation,  1910:13:338. 

FoBDTCE,  William  G.  :  Accident  Claims.  Journal  Insurance  Insti- 
tute Great  Britain,  1910:339. 

Habbauqh,  O.  H.  :  The  Adjuster's  Manual.  Spectator  Co.,  New 
York. 

Causes  of  Liability  as  Applied  under  Health  and  Accident  Insur- 
ance Policies.    Spectator  Co.,  New  York. 

MAOBtTDEB,  W.  Edwabd:  Claims  Arising  from  Results  of  Personal 
Injuries.  The  Relation  Injury  Bears  to  Disease.  Spectator  Co.,  New 
York. 

Williams,  Edwabd  :  The  Adjustment  of  Personal  Accident  Claims. 
Proceedings,  The  Insurance  Institute  of  Toronto,  Can.,  1908-09 :103. 

Mutual  Life  Insubance  Co. :  Accidents,  Emergencies  and  Ill- 
nesses.   A  manual  for  reference.    l7l  p.    New  York,  1900. 


Chaptbb  XXXV 

HOME  OFFICE  MANAGEMENT 

By  Wilfbid  C.  Pottbb 

A  CHAPTBB  on  the  organization  and  management  of  an 
accident  company,  as  to  its  investments,  its  deposit  of 
securities,  the  election  of  its  officers,  and  a  general  de- 
scription of  the  various  departments  of  such  a  company 
does  not  admit  of  a  "  pen  of  romance  "  or  a  "  flight  of 
fancy,"  but  requires  nuggets  of  solid  facts  strung  upon 
a  thread  of  experience. 

As  the  requirements  for  the  organization  of  an  accident 
company,  though  differing  somewhat  have  in  most  of  the 
states  a  general  similarity,  a  selection  has  been  made  of 
those  of  New  York  under  the  belief  that  its  laws  pertain- 
ing thereto  will  give  a  good  general  idea  of  organization 
requirements. 

These  requirements  are  briefly  as  follows: 

Thirteen  or  more  persons  to  become  incorporators  by 
making  and  filing  in  the  office  of  the  superintendent  of 
insurance  a  certificate,  signed  by  each  of  them,  stating 
their  intention  to  form  a  corporation  for  the  purpose  of 
making  insurance  against  injury,  disablement  or  death, 
resulting  from  traveling  or  general  accident,  and  against 
disablement  resulting  from  sickness  and  every  insurance 
pertaining  thereto,  and  in  such  certificate  setting  forth 
a  copy  of  the  proposed  charter  which  shall  state  the  name 
of  the  proposed  corporation,  the  place  where  it  is  to  be 
located,  kind  of  insurance  to  be  undertaken,  the  mode  and 
manner  in  which  the  corporate  powers  of  the  company 
are  to  be  exercised,  a  provision  that  the  number  of  direc- 
tors shall  never  be  less  than  thirteen,  the  manner  of 
electing  its  directors  and  officers  (a  majority  of  whom 
shall  be  citizens  and  residents  of  the  state),  the  time  of 
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siicH  election,  the  manner  of  filling  vacancies,  the  ambunt 
of  its  capital  and  such  other  particulars  as  may  be  neces- 
sary to  explain  and. make  manifest  the  objects  and  pur- 
poses of  the  corporation.  Such  certificate  shall  be 
acknowledged  and  recorded  in  a  book  kept  for  that  pur- 
pose by  the  superintendent  of  insurance,  and  a  certified 
copy  thereof  delivered  to  the  persons  executing  the  same. 

Inasmuch  as  under  the  law  a  company,  having  a  name 
the  same  as  or  similar  to  any  corporation  already  author- 
ized to  do  business  in  the  state  cannot  be  incorporated,  it 
would  be  wise  before  selecting  a  company  name  to  ascer- 
tain from  the  attorney  general  if  its  proposed  name  is  the 
same  or  similar  to  that  of  any  existing  corporation. 

Upon  receipt  of  a  certified  copy  of  certificate  of  incor- 
poration and  after  publication  of  notice  of  intention  to 
form  such  corporation  for  six  consecutive  weeks  in  a 
paper  designated  by  the  superintendent  of  insurance, 
books  may  be  opened  to  receive  subscriptions  to  capital 
stock. 

No  accident  company  can  be  organized  with  a  smaller 
capital  than  $100,000,  fully  paid  in  in  cash,  and  in  order 
to  be  prepared  to  meet  the  actual  and  contingent  require- 
ments of  establishing  such  a  company  upon  a  good  work- 
ing basis,  it  should,  outside  of  its  capital  and  not  to  be 
considered  as  a  capital  liability,  be  provided  with  a 
working  surplus  of  at  least  $50,000  in  cash.  If  the  capital 
and  surplus  were  doubled,  or  more  than  doubled,  it  would 
be  so  much  the  better  for  the  success  of  the  company. 

Before  receiving  authorization  to  do  business,  the  com- 
pany will  be  required  to  deposit  with  the  superintendent 
of  insurance  at  least  $100,000  in  cash,  or  securities,  con- 
sisting of  stocks  or  bonds  of  the.  United  States,  or  of  the 
state  of  New  York,  or  bonds  of  a  county  or  incorporated 
city  in  the  state  authorized  to  be  issued  by  the  legislature 
(none  of  these  securities  to  be  estimated  above  their  par, 
or  current,  market  value),  or  bonds  and  mortgages  on 
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improved  and  unencumbered  real  property  in  the  state 
worth  at  least  fifty  per  centum  more  than  the  amount 
loaned  thereon;  the  buildings,  if  any  there  be  on  such 
property,  to  be  kept  insured  in  such  sum  as  the  super- 
intendent of  insurance  shall  approve.  The  residue  of 
its  capital,  if  any,  beyond  the  amount  so  deposited,  also 
its  surplus  money  and  funds,  may  be  invested  in  or  loaned 
on  the  pledge  of  any  securities  in  which  deposits  are 
required  to  be  invested,  or  in  public  stocks  or  bonds  of 
any  one  of  the  United  States,  or  in  such  real  estate  as  it 
may  be  authorized  under  the  law  to  hold,  or,  with  the 
direction  and  consent  of  two-thirds  of  its  board  of  direc- 
tors or  finance  committee,  it  may  invest  by  loan  or  other- 
wise any  surplus  money  or  funds  in  bonds  issued  by  any 
city,  county,  town,  village  or  school  district  in  the  state, 
pursuant  to  any  law  thereof,  but  all  such  securities  or 
investments  must  be  income  bearing  or  dividend  paying. 

After  approval  by  the  attorney  general  of  the  dec- 
laration and  charter  of  the  proposed  company,  the 
superintendent  shall  cause  an  examination  to  be  made  by 
himself  or  one  or  more  competent  and  disinterested  per- 
sons, into  its  affairs,  and  the  incorporators  will  be 
required  to  certify  under  oath  that  the  amount  of  capital 
required  by  law  has  been  paid  in  and  is  in  the  possession 
of  the  company  in  cash  or  invested  in  the  manner  required 
by  law,  and  thereupon  the  superintendent  shall  file  the 
certificate  in  his  department,  and  upon  the  corporation 
depositing  with  the  superintendent  of  insurance  at  least 
$100,000  in  cash  or  securities  as  is  required  by  law, 
authority  to  transact  business  in  the  state  shall  be  issued. 

The  purchasers  of  the  capital  stock  become  electors  and 
from  among  their  own  number  elect  the  directors  in  the 
manner  and  as  provided  in  the  charter  and  the  officers  of 
the  company  are  elected  by  the  directors,  from  among 
their  own  number,  and  are  to  hold  office  for  one  year  and 
until  the  election  and  acceptance  of  office  of  their  sue- 
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cessors  respectively,  and  should  consist  of  a  president, 
one  or  more  vice-presidents,  a  treasurer,  and  a  secretary, 
tlie  last  named  of  whom  need  not  be  a  director.  The 
directors  should  also  elect  or  appoint  a  finance  committee 
and  an  executive  committee,  each  committee  to  consist  of 
not  less  than  three.  The  president  or  executive  committee 
should  be  authorized  to  appoint,  as  requirements  of  busi- 
ness demand,  a  superintendent  of  agencies,  who  should  be 
a  man  knowing  through  actual  experience  the  require- 
ments for  successful  agency  work ;  he  is  to  command  the 
company's  producing  force  and  to  so  inspire  and  enthuse 
the  agents  that  they  will  be  constrained  to  be  continually 
"  up  and  doing."  He  should  have  the  cordial  support  of 
officers  and  directors  and  be  furnished  with  all  reasonable 
facilities  and  aids  in  the  getting  of  business.  The  officers 
above  mentioned  also  have  authority  to  appoint  a  cashier, 
an  accountant,  a  chief  bookkeeper,  who,  under  the  super- 
vision of  the  accountant,  is  to  have  charge  of  the  general 
books  of  the  company,  a  chief  clerk  to  have  general 
supervision  of  the  clerical  or  office  work  and  the  office 
employees,  except  in  the  bookkeeping  and  claim  depart- 
ments. The  chief  clerk  should  appoint  a  chief  policy 
writer,  a  chief  of  the  registry  books,  indices  and  cards, 
a  chief  of  renewal  notices  and  renewals,  furnishing  for 
each  such  appointee  such  clerical  assistants  as  the  busi- 
ness of  the  company  may  demand,  and  such  other  aids, 
assistants,  office  boys,  etc.,  as  may  be  necessary  for  the 
speedy  and  efficient  conduct  of  the  business.  He  should 
be  held  responsible  for  the  efficiency  of  his  office  force  and 
therefore  should  be  given  the  right  and  authority  to  dis- 
miss or  employ  as  may  become  necessary,  and,  under  the 
direction  of  the  president  or  executive  committee,  fix  the 
salaries  of  such  of  the  clerical  force  as  he  is  authorized 
to  employ. 

As  the  matter  of  acceptance  or  rejection  of  applications 
is  of  vital  import,  a  person  thoroughly  practical  and 
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experienced  in  the  accident  and  health  insurance  business 
should  be,  by  the  president  or  executive  conunittee, 
designated  for,  and  given  the  duty  of,  examining  each 
application  for  accident  or  health  insurance  and  accept- 
ing or  rejecting  the  same  as  may  be  for  the  best  interest 
of  the  company,  and  his  dictum  should  govern  as  divided 
authority  in  this  matter  is  not  wise.  Accident  insur- 
ance is  not  to  be  done  by  guess  work  or  as  a  favor,  and 
while  it  may  perhaps  be  truthfully  asserted  that  in  all 
kinds  of  business  there  is  a  certain  element  of  gambling, 
yet  there  is  such  a  thing  as  the  science  of  business,  and 
the  proper  conduct  of  the  business  of  insurance  is  not  only 
a  science,  but  an  applied  science,  and  this  is  especially 
true  of  accident  and  health  insurance.  The  greatest  care 
should  be  exercised  in  the  acceptance  of  applications,  and 
the  classification  of  risks  should  be  rigidly  adhered  to. 
It  should  always  be  borne  in  mind  that  various  diseases 
through  their  resultant  effects  have  a  distinct  bearing 
upon  the  eligibility  or  acceptability  of  an  applicant  for 
either  accident  or  health  insurance  even  to  a  greater 
extent  than  for  life  insurance.  The  life  insurance  com- 
pany is  at  least  partially  protected  by  medical  examina- 
tions but  such  measure  of  protection  has  not  yet  been 
adopted  by  accident  companies;  therefore,  even  greater 
care  in  the  acceptance  of  risks  should  be  exercised,  and 
any  mention  or  indication  of  a  past  illness  or  disease,  or 
present  ill  health,  should  demand  the  closest  scrutiny  and 
fullest  information.  That  which  would  cause  declination, 
or  even  postponement,  in  regard  to  life  insurance  should 
as  a  general  rule  cause  the  same  action  in  regard  to  an 
applicant  for  accident  or  health  insurance,  it  being 
accepted  as  a  truism  that  an  applicant  who  is  not  fully 
qualified  for  life  insurance  is  certainly  not  qualified  for 
accident  insurance.  It  is  ever  to  be  remembered  that 
although  it  is  the  province  of  a  company  to  promptly 
pay  claims  arising  by  reason  of  accident  or  illness,  it  is 
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not  its  purpose,  nor  is  it  either  an  act  of  wisdom  or  con- 
servatism to  anticipate  or  lay  a  foundation  for  payment 
of  claims  wMcli  the  company,  with  proper  care  and  dis- 
crimination, would  not  be  saddled  with. 

The  financial  affairs,  investments,  salaries,  expenses 
and  general  conduct  of  the  business  are  to  be  under  the 
general  supervision  of  the  board  of  directors  and  the 
proper  committees  appointed  by  such  board. 

A  committee  on  claims,  consisting  of  the  president, 
secretary  and  treasurer  of  the  company,  should  be  ap- 
pointed by  the  board  of  directors  to  have  supervision  of 
the  claim  department  and  the  investigation  and  adjust- 
ments of  claims,  and  all  claims  should  be  approved  in 
writing  by  at  least  two  of  the  committee  before  payment. 
Only  men  of  absolute  justice  and  fairness  should  be  em- 
ployed as  adjusters  or  investigators  of  claims, — men 
who,  while  ever  mindful  of  the  interests  of  the  company, 
are  not  unmindful  of  the  measure  of  justice  and  equity 
due  the  claimant. 

A  company  with  its  organization  thus  fully  completed 
is  quite  ready  to  take  up  its  work,  and  in  order  that  sys- 
tem may  be  established  and  its  business  carefully  and 
conservatively  handled  and  taken  care  of,  it  will  be  wise 
to  adopt  methods  and  treatment  of  business  submitted 
similar  to  those  herein  briefly  described  which  de- 
scription will  necessarily  include  mention  of  the  principal 
books  and  forms  needed  in  the  conduct  of  this  part  of  the 
business. 

Upon  receipt  of  an  application  the  first  step  is  to 
decide  as  to  the  acceptability  of  the  applicant  for  the 
kind  and  amount  of  insurance  applied  for;  therefore,  it 
goes  immediately  to  the  person  whose  duty  it  is  to  care- 
fully examine  and  pass  upon  that  point.  After  careful 
examination,  should  the  application  be  accepted,  it  is 
stamped  "  approved,"  initialed  by  the  examiner  and 
then  sent  to  the  cashier's  department  where  it  is  stamped 
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with  the  date  of  receival,  and  blue  penciled  with  the 
amount  of  premium  represented,  and  then  entered  upon 
the  "  Agents'  Charge  Book,"  under  the  following  head- 
ings: 

Date. 

Name  of  Applicant. 

Name  of  Broker. 

Amount  of  Premium  Represented. 

The  application  is  then  handed  to  a  searcher,  who 
searches  the  indices,  registers  and  cards  of  the  company 
in  order  to  ascertain  as  to  any  previous  policy  that  may 
have  been  issued  to  the  applicant.  This  is  done  not  only 
for  information  in  regard  to  any  previous  record,  but 
also  to  prevent  over-insurance.  The  application  then 
goes  to  the  policy  writing  department,  where  it  is  entered 
upon  the  application  numerical  register,  which  is  ruled, 
in  columns,  under  headings  as  follows:  Date,  number 
(which  means  the  number  to  be  also  given  to  the  applica- 
tion and  to  the  policy,  the  numbers  in  this  column  being 
printed  consecutively) ,  name  of  insured,  name  of  broker, 
kind  of  policy,  edition,  how  payable,  premium,  remarks. 
The  purpose  of  this  register  is  not  only  for  numerical 
correctness,  but,  as  will  be  hereafter  shown,  for  proving 
purposes.  With  a  numbering  stamp  the  clerk  numbers 
the  application  in  its  proper  place  with  number  cor- 
responding to  the  number  in  the  application  register,  and 
having  received  its  register  number,  it  is  passed  to  the 
policy  writer,  who  writes  a  policy,  numbered  correspond- 
ingly, in  accordance  with  the  data  in  the  application.  The 
written  policy  is  then  examined  and  carefully  compared 
with  the  application  by  the  chief  policy  writer,  and,  if 
found  correct,  he  countersigns  the  policy  as  having  been 
so  examined.  Every  person  through  whose  hands  the 
application  passes  initials  the  same  in  its  proper  place, 
thus  not  only  giving  evidence  that  the  requisite  steps  for 
the  protectioji  of  the  company  and  the  systematic  conduct 
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of  the  work  have  been  taken,  but  affording  a  means  of 
tracing  and  correcting  errors.  The  policy  having  been 
written  and  examined,  is  ready  for  delivery  from  the 
policy  department,  either  to  the  agent  in  person  or  for- 
warded by  mail  pursuant  to  instructions. 

The  applications  received  and  entered  during  the  day 
are  assembled  the  following  morning  and  the  amount  of 
premium  represented  by  them  is  totaled;  the  amount  of 
premium  entered  upon  the  agents  charge  book  for  that 
day  is  also  totaled,  and  the  amount  of  premium  on  the 
application  numerical  register  for  the  same  day's  work 
is  recorded.  The  totals  from  these  three  sources  must 
agree,  otherwise  there  is  in  evidence  error  which  must  be 
traced  and  rectified.  The  system  of  books  suggested  is 
based  upon  the  theory  of  a  perfect  check  upon  the  work 
done  and  the  speedy  detection  and  correction  of  an  error. 

Subsequently  the  application  is  passed  to  the  keeper 
of  the  general  register,  which  register  is  ruled  under  the 
following  headings  on  the  left  page:  Date,  number  of 
policy,  name,  beneficiary,  age,  address,  kind  of  policy, 
edition,  broker,  premium.  On  the  opposite,  or  right  page, 
number  of  policy,  expiration  date,  premium  (under  the 
word  "  premium  "  is  printed  annually,  under  "  an- 
nually," semi-annually,  and  under  that  quarterly),  and 
the  balance  of  the  page  is  ruled  in  columns  headed  by  the 
current  year  and  years  to  come,  as,  for  example,  1911, 
1912,  1913,  1914,  etc.,  each  of  these  columns  being  ver- 
tically ruled  into  four  small  columns  for  the  purpose  of 
making  "  check  entries  "  as  and  when  premiums  are 
paid,  and  the  last  column  on  the  page  is  headed  "  re- 
marks "  for  notations  such  as  "  Also  holds  policy  No. 

"  or  any  other  remarks  necessary  for  a  complete 

history  of  the  policy,  which  is  the  purpose  for  which  this 
register  is  kept. 

This  register  should  be  of  about  200  pages,  which  will 
be  sufficient  to  record  5,000  policies;  larger  books  are 
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heavy,  imwieldy  and  apt,  in  handling,  to  come  apart  by 
reason  of  their  weight. 

The  next  step  is  a  record  made  from  the  application 
upon  cards.  The  card  system  suggested  is  most  con- 
venient for  ready  reference  in  regard  to  policies  issued 
and  in  force.  The  cards  should  record  the  month  of  due 
date  of  premium,  number  of  policy,  name  and  address  of 
the  assured,  occupation  of  applicant,  beneficiary,  age, 
height  and  weight  of  applicant,  kind  of  policy,  date  when 
premiums  fall  due,  amount  of  premium  and  how  paid, 
whether  annually,  semi-annually,  or  quarterly,  and  date 
and  amount  of  premium  paid.  The  name  and  address  of 
the  broker  should  appear  on  the  right  upper  corner,  and 
on  the  lower  left  side  a  space  for  recording  claims  paid, 
if  any.  There  should  be  twelve  sets  of  cards,  a  set  for 
each  month  in  the  year,  and  a  filing  box  for  each  set. 
The  cards  should  be  filed  in  alphabetical  order  in  the  box 
of  the  month  in  which  the  premium  falls  due.  Before 
filing  the  cards  they  should  be  compared  with  the  record 
as  given  in  the  general  register  in  order  to  make  certain 
that  there  is  no  error  either  in  the  cards  or  the  general 
register.  From  these  cards  the  renewal  notices  and 
receipts  are  prepared,  and  in  case  of  lapse  or  cancellation 
of  a  policy,  the  card  record  thereof  is  taken  out  of  the  box, 
a  proper  entry  made  on  it,  and  it  is  filed  in  a  box  prepared 
for  the  filing  of  cards  pertaining  to  lapsed  and  cancelled 
policies. 

A  set  of  vowel  index  books  will  be  needed,  consisting  of 
three  volumes,  covering,  first  volume,  A-G  (inclusive), 
second  volume,  H-0  (inclusive),  and  third  volmne,  P-Z 
(inclusive).  The  applications,  after  having  been  entered 
on  the  cards,  are  given  to  the  keeper  of  indices,  who 
makes  the  proper  entry  in  the  index,  giving  the  name  of 
assured  and  the  number  of  policy.  The  application  then 
goes  to  keeper  of  book  "  Premiums  on  New  Business  " 
(referred  to  later)  for  entry  of  premiums  therein.    All 
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this  work  completed,  the  applications,  duly  perforated, 
are  then  ready  to  be  bound  for  filing,  and  should  be  bound 
in  books  of  one  thousand  consecutively  numbered  applica- 
tions each,  and  placed  in.  a  filing  cabinet  in  numerical 
order,  convenient  for  ready  reference  when  needed. 

As  these  applications  constitute  the  basis  for  policies 
issued,  they  should  not  be  taken  from  the  files  except  in 
cases  of  absolute  necessity,  in  which  event,  a  charge  slip 
should  be  made  and  put  in  place  of  the  application,  this 
slip  giving  the  name  of  the  person  taking  the  application 
and  stating  for  what  purpose  it  was  taken,  this  person 
being  held  strictly  responsible  for  its  return. 

In  addition  to  the  agents  charge  book  for  new  business, 
there  should  be  another  charge  book  for  renewals,  and 
from  these  two  books  entries  are  made  m  the  general  day 
book  to  the  debit  of  agents'  accounts  for  the  amount  of 
premium  on  new  business  or  renewals,  each  entry  giving 
the  policy  number  with  initials  to  show  if  it  is  a  policy 
or  renewal.  From  this  latter  book  postings  are  made  in 
the  agents  general  ledger  to  the  account  of  the  respective 
agents.  The  cashier  should  have  a  book  for  the  entry  of 
amount  of  premium  paid,  each  entry  giving  number  of 
policy,  name  of  agent,  and  amount  of  premium  paid,  the 
book  being  ruled  in  two  columns,  one  headed  "  policy  " 
the  other  "  renewal,"  the  payments  on  the  new  policy 
being  placed  in  first  column  and  premium  paid  on  re- 
newals being  entered  in  second  or  renewal  column.  From 
this  book  the  credits  are  made  in  the  agents  ledger  to  the 
respective  agents  and  from  which  ledger  the  requisite 
monthly  statements  can  readily  be  prepared.  The  agents 
charge  book  and  the  cashier's  book,  referred  to,  should 
be  in  duplicate  to  be  used  on  alternate  days,  thus  giving 
the  book  of  yesterday  to  the  bookkeeper  for  entries  to  be 
made  therefrom. 

On  the  general  ledger  there  should  be  kept  a  premium 
account  to  which  the  full  amount  of  premiums  due  on 
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new  policies  should  be  credited  and  to  which  premiums 
on  policies  not  taken,  cancelled,  and  unearned  premiums 
should  be  debited;  also  a  renewal  premium  account  to 
which  should  be  credited  premiums  on  all  renewals 
issued,  the  debits  being  the  premiums  on  renewals  not 
taken,  cancelled,  and  unearned  premiums.  Also  a  com- 
mission account,  which  should  be  debited  with  all  com- 
missions payable  to  agents  and  credited  with  commis- 
sions on  not  taken,  cancelled  and  unearned  premiums.  If 
health  insurance  is  done  the  above  accounts  are  to  be 
duplicated  for  the  health  business.  Accounts  should  also 
be  kept  under  the  following  heads:  Accident  indemnity 
claims,  accident  death  claims,  health  claims,  investigation 
and  adjustment  of  claims,  salaries  and  fees  of  officers, 
directors  and  office  employees,  salaries  of  agents,  legal 
expenses,  printing  and  stationery,  postage,  telegraph, 
telephone  and  express,  furniture  and  fixtures,  general 
expenses,  traveling  expenses,  interest,  rent,  stockholders ' 
interest  or  dividend,  state  taxes,  insurance  departments ' 
license  and  fees.  Vouchers  must  always  be  taken  for  all 
moneys  expended,  it  being  understood  that  for  minor 
expenses,  such  as  messenger,  street  car  fares,  or  other  in- 
cidentals, the  entries  on  the  petty  cash  book,  to  be  kept  by 
the  cashier,  will  be  considered  vouchers,  or  vouchers  may 
be  made  by  the  cashier  from  it. 

In  preparing  renewal  receipts  for  premiums  coming 
due  a  blank  (about  the  size  of  small  note  paper)  should  be 
used,  headed  with  the  name  of  the  company  followed  by 

Policy  No 

Name 

Address 

Eeceipt  sent  to 

Receipt  charged  to 

Cash 

This  slip,  having  been  filled  out  up  to  and  including  the 
address,  and  initialed  by  the  clerk,  is  handed  to  another 
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clerk  having  charge  of  making  out  the  renewals,  who  fills 
out  the  renewal  receipt,  makes  the  proper  entries  at  the 
foot  of  slip  handed  him,  initialing  the  same,  and  after 
comparison  of  the  receipt  with  the  slip  to  guard  against 
errors,  the  slip  is  given  to  the  keeper  of  book  "  Cash 
Premiums  Renewed  "  (referred  to  later)  for  entry  of 
premiums  therein,  and  then  is  ready  for  filing  with  the 
other  slips  for  the  current  month.  The  renewal  receipt 
after  entry  in  "  Renewal  Charge  Book  "  is  ready  for 
immediate  delivery,  if  cash  payment  is  to  be  made,  or  if 
delivered  or  mailed  to  the  agent. 

Practical  application  of  the  methods  and  system  out- 
lined herein,  will  demonstrate  that  for  every  step  taken 
a  check  is  established  for  the  detection  and  prevention  of 
errors. 

There  should  be  books  prepared  and  kept  as  follows : 

One  book  the  leaves  of  which  are  headed  "  Premiums 
on  New  Business  "  while  the  pages  below  are  ruled  in 
sections,  each  section  being  devoted  to  a  month  of  the 
year  and  headed  as  follows :  "  Premiums  expiring  Jan- 
uary," and  underneath  ruled  in  vertical  columns  and 
headed,  first  column,  the  current  year  in  numerals,  as,  for 
example,  "  1911,"  second  column  "  Number  "  and  third 
column  "  Premium."  The  next  section  will  be  for  Feb- 
ruary, the  next  for  March,  and  so  on  for  each  month  of 
the  year;  six  sections  on  page  to  the  left  and  the  other 
six  on  page  to  the  right,  parallel  lines  to  the  number  of 
thirty  to  be  ruled  across  the  page,  the  lines  corresponding 
to  the  number  of  days  in  a  month,  and  underneath  these 
sections  on  each  page  there  is  to  be  a  heading  "  Prem- 
iums on  New  Business  Not  Taken  ' '  to  which  two  or  three 
parallel  lines  may  be  given.  The  entries  in  this  book  are 
to  be  kept  by  states,  each  state,  where  doing  business,  to 
have  such  number  of  leaves  as  may  be  requisite,  and  the 
books  which  follow  are  to  be  similarly  kept. 

Another  book  headed  "  Cash  Premiums  Renewed  "  is 
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ruled  in  precisely  the  same  manner  and  below  the  thirty 
lines  a  heading  on  each  page  "  Premiums  Paid  in  Ad- 
vance of  Month  when  Due,"  and  underneath  beginning 
each  parallel  line  with  the  current  and  two  following 
years,  as,  for  example,  1911,  1912  and  1913.  It  should  be 
understood  that  under  these  lower  headings  in  aU  the 
books  the  vertical  ruling  should  be  the  same  as  in  the 
upper  part  of  the  page. 

Another  book  headed  ' '  Premiums  on  Policies  Renewed 
and  Not  Taken,"  ruled  the  same  as  described  for  the 
previous  books,  and  still  another  headed  "  Charged 
Premiums  Eenewed  ' '  also  ruled  in  same  manner. 

The  main  purpose  of  these  books  is  to  permit  of  ready 
ascertainment  of  required  reserves. 

These  books  as  described  are  for  accident  insurance 
and  duplicates  should  be  made  for  health  insurance  if  the 
company  is  doing  that  branch  of  the  business.  The 
health  duplicate  of  each  book  may  be  tmder  the  same 
covers  as  the  accident,  thus  saving  the  handling  of  so 
many  books. 

The  claim  department  has  and  keeps  its  own  set  of 
books  so  far  as  regards  the  record  of  and  action  on  claims 
presented.  An  accident  claim  book  is  required,  the  pages 
being  headed:  Claim  number,  policy  number,  name,  ad- 
dress, nature  of  injury,  notice  of  injury  received,  claim 
blank  received,  date  of  payment,  amount  paid,  remarks. 

A  similar  book  for  death  claims  and  also  a  book  for 
illness  indemnity  claims,  in  the  latter  the  word  "  illness  " 
being  substituted  for  "  injury  "  as  appears  in  the  other 
books.  There  should  also  be  a  card  system,  the  cards 
having  similar  records  entered  on  them  and  being  filed  by 
states,  the  cities  and  towns  of  each  state  arranged  alpha- 
betically and  the  names  of  claimants  also  arranged 
alphabetically  in  each  city  or  town.  A  claim  index  should 
also  be  prepared,  showing  the  names  of  claimants  and 
claim  numbers.    The  claims  are  to  be  numbered  consecu- 
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tively  in  the  order  of  notification  and  records  are  kept  and 
referred  to  by  such  numbers. 

Large  envelopes  should  be  prepared  for  holding  claim 
papers,  and  on  the  back  of  each  should  be  printed : 

Claim  No ,  Name ,  P.  0.  Address , 

Date  of  Accident ,  Nature  of  Injury , 

Proofs  Filed ,  Indemnity  Claimed ,  weeks 

and  days ,  Full  Indemnity  Allowed , 

weeks  and  days  at  $ ,  Partial  Indemnity  Allowed 

weeks  at  $ ,  Amount  of  Payment  $ , 

Payment  approved  by ,  Eemarks 

Envelopes  of  a  different  color  from  those  used  for 
accident  indemnity  claims  are  prepared  for  death  claims 
and  of  still  another  color  for  illness  indemnity  claims,  and 
upon  settlement  of  a  claim  the  envelopes  containing  the 
papers  are  filed  in  the  claim  cabinet  in  consecutive  num- 
bers. The  investigation,  adjustment  of  claims,  the  pre- 
paration of  claim  papers  and  proper  filing  of  same,  after 
settlement  of  claims,  constitute  the  duties  of  the  claim 
department.  Payment  of  claims  are  made  from  the 
cashier's  department  by  check,  using  a  different  check 
book  for  accident  and  for  health,  the  checks  being  of  dif- 
ferent color,  to  permit  of  being  readily  distinguished  and 
errors  thereby  prevented. 

An  accident  company  also  doing  a  health  insurance 
business,  must  on  its  books  and  in  all  accounts  keep  the 
two  kinds  of  insurance  separate. 

In  preparing  this  chapter  the  writer  has  sought  as  far 
as  the  nature  of  the  business  would  permit  (bearing  in 
mind  that  all  records  must  be  kept  in  fuU  and  with  cor- 
responding checks  to  insure  absolute  accuracy)  to  sim- 
plify methods  and  make  plain  and  clear  the  information 
sought  to  be  conveyed. 
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Chapter  XXXVI 

AGENCY  MANAGEMENT 

Bt  Alfred  E.  Foebest 

To  essay  the  treatment  of  a  subject  of  such  large 
dimensions  and  capable  of  being  handled  in  so  many  ways 
is  an  undertaking  more  worthy  the  collaboration  of  a 
commission  drawn  from  the  ranks  of  the  most  successful 
managers  of  accident  insurance  companies  than  for  the 
brain  and  pen  of  any  one  man. 

Treating  this  subject  from  an  actual,  rather  than  an 
academic  standpoint,  two  distinct  channels  should  be  fol- 
lowed— one  dealing  with  the  management  of  the  small 
corporation  launched  with  the  minimum  amount  of 
capital  and  surplus  required  of  a  company  organized  to 
conduct  an  interstate  accident  insurance  business  as  dis- 
tinguished from  the  other  company  incorporated  with  a 
view  of  doing  accident  and  other  kindred  lines  of  casualty 
insurance,  capitalized  and  provided  with  surplus  suffi- 
cient to  warrant  the  expenditure  in  its  first  business  year 
of  such  funds  as  are  required  to  employ  skilled  special 
agents  to  cover  a  large  area,  and  acquire  by  purchase 
prosperous  agencies  built  up  by  companies  already  in  the 
field. 

The  object  of  both  companies  is  the  building  of  an 
institution  that  will  be  permanent,  as  well  as  remunera- 
tive to  the  investors. 

The  management  of  the  larger  company,  while  requir- 
ing, in  this  day  of  keen  competition,  unusual  business 
ability,  can  purchase  a  head  for  each  department  who  is 
skilled  in  the  profession,  while  the  manager  of  the  smaller 
organization  must  have  within  himself  all  of  the  elements 
found  in  the  selected  employes  before  mentioned. 

Let  us  then  consider  the  successful  handling  of  the 

92 


AGENCY  MANAGEMENT  93 

smaller  company  from  inception  to  accomplishment,  as 
its  management,  lacking  in  funds,  must  accomplish 
through  skill  and  experience  alone  what  the  other  class  of 
company  can  obtain  by  purchase. 

The  promotion  of  an  accident  insurance  company 
should  be  on  the  same  basis  as  that  of  a  bank  or  mercan- 
tile concern.  The  capital  must  be  paid  m  in  full;  the 
necessary  initial  surplus  obtained  through  a  premium 
above  the  par  value  of  the  stock  should  be  intact,  as  the 
very  nature  of  the  business  precludes  the  advisability 
of  looking  for  dividends  from  underwriting  for  several 
years.  If  a  large  promotion  expense  has  been  incurred 
the  management  is  hampered  from  the  outset  by  a  desire 
to  show  the  stockholders  that  their  investment  is  at  least 
intact. 

An  accident  insurance  company  with  $100,000  capital 
paid  in  can  receive  a  license  to  transact  business  ia  a 
sufficient  number  of  states  to  provide  a  spread  to  under- 
writing sufficient  to  get  an  average  of  claims,  but  with 
$200,000  capital  the  company  can  be  licensed  in  any  state 
of  the  United  States.  A  paid-in  surplus — and  the  larger 
the  better  for  the  success  of  the  undertaking — is  a  neces- 
sity, as  the  initial  expenses,  such  as  furnishing  an  office, 
paying  salaries  to  employes,  the  cost  of  examination 
required  by  law  to  be  made  by  the  state  insurance  de- 
partment of  the  state  in  which  the  company  is  incorpor- 
ated, the  printing  of  literature,  and  the  providing  of 
reinsurance  reserves,  must  be  met  without  impairing  the 
capital. 

The  minimum  amount  required  by  law  to  be  deposited 
with  the  insurance  department  of  the  state  granting  the 
charter  is  $100,000  in  all  cases  where  an  interstate  busi- 
ness is  undertaken.  The  deposit  is  made  in  the  name  of 
the  company  in  such  securities  as  the  law  provides, 
usually  in  approved  registered  bonds  or  first  mortgages 
on  real  estate  worth  at  least  double  the  amount  of  the 
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mortgage.  The  interest  coupons  are  detached  as  they 
fall  due  and  returned  to  the  company  by  the  insurance 
official  in  charge  of  the  deposit. 

The  constitution  and  by-laws  should  be  as  elastic  as 
the  statutes  of  the  state  of  incorporation  will  permit, 
having  in  mind  the  necessity  of  operating  within  their 
limits  in  forty-six  states,  the  insurance  laws  of  which 
differ  in  many  respects. 

The  statutory  deposit  made,  the  surplus  and  remainder 
of  the  capital,  if  any,  in  a  safety  deposit  box,  usually 
safeguarded  by  a  provision  that  the  box  can  be  opened 
only  in  the  presence  of  two  or  more  named  officers,  then 
the  manager  selected  by  the  directors  to  handle  the  com- 
pany's affairs  must  be  ready  to  put  into  actual  practice 
his  ideas  as  to  how  best  to  accomplish  the  object  for  which 
the  company  was  launched. 

In  theory  a  company  is  managed  by  its  board  of  direc- 
tors; in  fact  it  is  handled  by  one  or  two  officers,  and  by 
observation  we  have  come  to  recognize  that  the  successful 
company  has  one  strong  man  at  its  head  who  is  given,  or 
assumes,  authority  to  say  yea  or  nay,  and  by  his  word 
binds  the  company  as  irrevocably  as  if  the  question  had 
been  voted  upon  by  a  full  board  of  directors. 

The  personality  of  the  manager  of  an  accident  insur- 
ance company  spells  for  its  success  or  failure;  the  com- 
pany thrives  or  starves  according  to  his  ability  to  handle 
the  complex  problems  with  which  he  is  confronted.  He 
has  a  license  to  commence  operations  in  a  weU-worked 
and  most  difficult  line  of  endeavor.  He  must  consider 
the  paid-in  surplus  of  his  company  as  his  actual  capital, 
knowing  that  at  the  close  of  the  first  fiscal  year  he  must 
spread  to  the  world  an  account  of  his  stewardship  and 
that  a  diminution  in  surplus  means  to  the  uninitiated  a 
certain  loss  of  prestige,  and  prestige  is  a  large  part  of  the 
drawing  power  of  any  insurance  company. 

After  selecting  his  office  staff  from  the  best  material 
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obtainable  at  such  a  price  as  be  can  afford  to  pay — 
cashier,  application  inspector,  claim  inspector,  and  what 
clerks  are  required — his  first  thought  must  be  the  plant- 
ing of  agencies  within  such  territory  as  his  judgment  sug- 
gests will  bring  the  best  immediate  results. 

The  drafting  of  policies  and  literature  explanatory  of 
same  is  usually  an  easy  task  as  the  line  of  least  resistance 
is  sought,  and  policy  contracts  similar  to  those  in  use  by 
successful  predecessors  and  contemporaries  are  adopted, 
frequently  with  the  addition  of  some  pet  incubus  evolved 
from  a  theory,  such  as,  for  instance,  the  inclusion  of  a 
clause  covering  double  benefits  for  travel  accidents,  in- 
creasing benefits  for  persistent  payment  of  premiums, 
etc. — something  to  make  the  policy  appear  more  attrac- 
tive than  anything  being  offered  by  other  companies.  It 
is  soon  demonstrated  that  other  companies  will  adopt  any 
idea  that  looks  promising,  the  result  being  that  no  ad- 
vantage is  gained  by  any  attempt  to  stray  far  from  the 
practically  standardized  form,  which  varies  but  little 
throughout  the  entire  country. 

The  manager  new  to  the  business  wastes  some  money 
on  the  idea  that  the  insuring  public  will,  on  reading  an 
advertisement  or  a  direct  appeal  by  letter,  flock  to  his 
company  and  save  him  the  commission  usually  paid  to 
agents.  That  plan  is  quickly  abandoned  and  the  real 
agency  work  is  conamenced. 

There  are  so  many  ways  of  reaching  agents  that  it 
would  be  impossible  to  enumerate  all.  Advertising  in 
insurance  journals,  magazines,  and  the  daily  press  reach- 
ing the  territory  which  is  selected  to  be  covered,  as  well 
as  a  thorough  circularizing  of  agents  listed  in  directories 
furnished  by  different  insurance  journals,  brings  pros- 
pects, some  of  whom  can  be  secured  through  correspond- 
ence, but  a  systematized  trip  covering  the  best  towns  in 
the  territory  is  advisable — a  personal  acquaintance  with 
the  agent  is  almost  a  necessity. 
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The  easiest  tMng  in  the  world  is  to  get  agents,  but  after 
a  few  weeks'  trial  it  dawns  on  the  new  manager  that  there 
are  agents  and  agents,  but  what  he  needs  is  men  who  will 
produce  applications.  Some  inducement  in  the  way  of 
extra  compensation,  extended  territory,  of  which  he  has 
much  to  give,  or  the  held-out  proposition  of  advancement 
with  a  new  company  will  secure  from  agencies  of  larger 
concerns  an  initial  force  of  application  producers  for  a 
small  company.  The  sub-agent  of  a  general  agent  of  the 
larger  company  frequently  becomes  a  valuable  represent- 
ative for  the  smaller. 

The  successful  manager  must  be  a  good  student  of 
human  nature  to  avoid  the  hulks  and  derelicts  infesting 
the  business,  the  cast-offs  from  other  companies  and  the 
failures  in  other  lines,  who,  thanks  be!  are  getting  less 
numerous  every  year.  He  must  be  firm  but  not  whoUy 
lacking  in  credulity;  willing  at  times  to  experiment  con- 
trary to  his  better  judgment,  learning  through  his  own 
mistakes  as  well  as  those  of  others ;  broadening  and  pro- 
fiting but  always  with  an  eye  open  to  the  inevitable  reck- 
oning at  the  close  of  the  year. 

Many  agents  are  attracted  to  a  company  through 
observing  the  pleasant  relationship  between  its  field 
workers  and  the  home  office  management.  Affability  is 
a  good  asset  and  the  spoken  word  of  the  manager  should 
be  as  true  as  gospel  and  as  binding  as  a  signed  contract. 
Many  agents  are  won  away  from  an  old,  well-established 
company  by  a  desire  to  sell  insurance  in  a  virgin  field 
which  a  new  company  can  offer,  or  by  being  helped  in 
some  small  circumstances  outside  of  the  printed  rules 
and  regulations  found  in  the  "  Instruction  to  Agents  " 
in  the  manual  of  all  companies. 

It  is  especially  true  that  mobility — the  lack  of  set  rules 
and  established  policies  so  common  in  cumbrously  man- 
aged companies — old  established  corporations,  the  execu- 
tives of  which  seem  to  think  that  by  right  of  primogeni- 
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ture,  getting  there  first,  or  some  divine  prerogative  they 
own  their  agents  and  the  earth  around  them — attracts 
more  good  men  to  new  companies  than  are  secured  by  the 
payment  of  abnormal  commissions. 

Indulgence  by  the  company  of  an  agent's  pet  theory, 
or  some  new  idea,  ofttimes  puts  new  life  into  a  moribund 
agency,  and  the  wise  manager  will  recognize  that  all  the 
wisdom  of  conducting  the  business  of  an  accident  com- 
pany does  not  rest  within  the  confines  of  his  own  brain. 
The  expense  of  such  an  indulgence  should  be  weighed 
and  the  prospective  results  measured. 

The  outlay  for  printing  a  new  form  of  policy  to  fit  a 
particular  class  of  risk,  or  to  cover  some  new  thought  of 
the  man  in  immediate  contact  with  the  particular  public 
in  his  territory,  should  not  be  considered  a  hardship  by 
an  institution  dealing  only  in  promises  to  pay.  The 
printer's  demands  should  be  one  of  the  heavy  items  of 
expense  in  all  such  companies. 

The  agent,  equipped  with  a  license  from  the  insurance 
department  of  the  state  in  which  he  works,  a  certificate  of 
authority  from  his  company,  a  full  line  of  supplies, 
thoroughly  inspired  with  confidence  in  the  ability  of  his 
company  to  meet  all  obligations  assumed — and  this  is  a 
prerequisite  of  a  successful  campaign  for  applications — 
becomes  a  walking  advertisement — the  best  that  a  com- 
pany can  have. 

His  contract  with  the  company  secures  to  him  a  field 
for  work  usually  free  from  the  interference  of  other 
agents  of  his  company;  specifies  his  authority,  when  he 
shall  make  accounting  and  remittance,  how  long  he  may 
hold  a  policy  without  having  to  pay  an  earned  premium ; 
is  made  for  a  stated  term  of  years,  and  becomes  a  consti- 
tution and  by-laws  under  which  he  works,  and  it  is  weU 
for  the  manager  to  see  that  the  written  agreement  is  lived 
up  to  by  both  parties,  and  if  any  changes  are  desirable 
that  they  be  made  in  writing. 
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Many  managers  secure  from  the  agent  a  surety  or  per- 
sonal bond  in  making  contracts,  but  tbe  great  majority  of 
agents  are  not  bonded,  and  the  percentage  of  losses 
through  embezzlement  or  breach  of  trust  is  smaller  in  a 
well-managed  accident  insurance  business  than  in  almost 
any  other  line  involving  the  handling  of  so  large  an 
amount  of  money  in  such  small  items.  When  the  agent 
does  not  make  his  accounting  and  remittance  strictly  in 
accordance  with  contract,  it  is  the  business  of  the  com- 
pany to  investigate  promptly,  study  out  the  reason  and 
decide  as  to  whether  or  not  there  wiU  be  a  recurrence  and 
further  expense  involved. 

At  the  close  of  the  first  year  the  management  expenses 
are  necessarily  shown  to  have  been  heavy,  but  the  man- 
ager will  find  that  the  loss  ratio  on  an  increasing  business 
is  smaller  than  the  normal  shown  by  official  statistics  of 
established  accident  companies,  and  that  his  surplus  has 
grown.  He  should  bear  in  mind  that  he  has  no  reason 
to  expect  a  lower  loss  ratio  than  the  combined  experience 
of  the  other  companies  indicates,  and  should  reduce  his 
expenses  so  as  to  permit  of  a  corresponding  increase  in 
claims. 

Careful  study  of  statistical  tables  relating  to  accident 
companies  shows  that  certain  states  furnish  a  large 
volume  of  premiums  with  smaller  loss  ratios  than  do  cer- 
tain other  states,  and  it  is  a  safe  practice  to  avoid  the 
more  hazardous  territory,  unless  a  study  of  conditions  is 
made  and  only  such  contracts  as  can  be  safely  sold  on 
account  of  their  limitations  are  introduced.  For  example, 
the  state  of  Texas,  at  one  time  recognized  as  an  unprofit- 
able state  for  accident  companies,  has  been  profitably 
operated  by  the  elimination  from  contract  covering  of 
the  accidents  or  homicides  caused  by  shooting. 

Unworked  fields  avoided  by  other  companies  because  of 
the  "  established  rules  "  previously  mentioned  fre- 
quently prove  a  bonanza  to  new  companies.   Lack  of  com- 
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petition  makes  it  easy  to  secure  good  agents  and  a  larger 
volume  of  business  than  can  be  had  in  a  well-worfced  ter- 
ritory. The  United  States  of  Mexico,  an  avoided  field, 
intelligently  handled,  provided  one  new  company  a  good 
start  and  helped  it  over  the  summit  of  its  first  year  hill 
with  a  handsome  addition  to  its  surplus. 

Each  year  that  the  company  adds  to  its  strength  by  its 
own  accretions  it  can  afford  to  add  new  states  in  which  to 
operate  and  put  out  new  special  agents  to  pick  up  prom- 
ising men,  frequently  from  lines  outside  of  the  insurance 
business,  with  whom  they  work  until  the  nucleus  of  an 
agency  is  established,  dividing  commissions  on  business 
personally  written  by  the  special  agent  and  the  field  agent 
while  working  together.  Then  the  special  goes  to  the  next 
town  and  repeats  the  operation. 

In  the  past  a  large  territory,  often  a  whole  state  or 
a  number  of  states,  was  farmed  out  to  one  man  termed  a 
"  general  agent."  This  way  of  handling  the  business 
looks  attractive  to  a  young  company  and  may  be  followed 
provided  proper  safeguards  as  to  the  volume  of  business 
to  be  produced  are  contracted.  However,  Very  few  com- 
panies are  following  that  course  today.  This  plan  has 
given  place  to  the  districting  of  a  state  in  accordance  with 
the  apparent  ability  of  the  agent  to  handle  the  district. 
It  cannot  be  expected  that  a  general  agent,  even  with 
ample  capital  and  ability,  will  have  the  same  interest  in 
properly  and  thoroughly  working  a  large  territory  as  will 
a  number  of  agents  dealing  direct  with  the  home  office; 
and  where  the  territory  is  divided  among  many  the  loss 
by  disaffection  or  death  of  one  or  more  agents  does  not 
mean  the  calamity  that  the  loss  of  the  general  agent 
means  to  any  company,  especially  if  he  transfers  his 
allegiance  to  a  rival  institution. 

The  best  managed  company  with  the  most  loyal  force 
of  agents  will  frequently  find  that  its  business  is  being 
transferred  to  another  company,  for  it  is  one  thing  to 
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secure  a  good  agent,  another  to  hold  him  against  all  the 
allurements  offered  by  other  companies,  the  most  enticing 
of  which  is  an  excessive  compensation  for  his  work,  and 
the  manager  must  determine  from  the  agent's  past  rec- 
ord whether  or  not  he  can  meet  the  offer  of  the  other  com- 
pany. If  the  agent  has  violated  his  contract  and  gone 
with  the  other  company  without  having  given  the  re- 
quired notice,  then  it  behooves  the  manager,  if  the  busi- 
ness warrants  the  expense,  to  have  a  special  take  charge 
of  the  abandoned  territory  until  a  new  local  representa- 
tive can  be  secured.  Other  measures  failing,  it  is  usually 
well  to  raise  in  the  mind  of  the  disaffected  agent  a  ques- 
tion as  to  his  ability  to  transfer  his  risks,  the  result, 
perhaps,  of  a  number  of  years '  work,  by  putting  sufficient 
energy  and  expense  into  the  holding  of  the  business  to 
demonstrate  to  the  field  at  large  that  the  company  con- 
siders business  on  its  books  as  belonging  to  it  when 
abandoned  by  the  man  who  placed  it  there. 

The  securing  of  a  first-class,  efficient  agency  force  is  of 
such  vital  importance  to  the  company  and  so  expensive  a 
work  that  it  behooves  the  company  to  make  of  each  man 
as  much  of  an  interested  part  of  the  organization  as  is 
possible,  holding  the  force  together  by  every  effort  and 
legitimate  device  discoverable  to  the  management. 

A  home  office  centrally  located  in  the  territory  covered 
facilitates  operations.  There  is  no  set  plan  or  rule  for 
keeping  the  army  of  district  agents,  sub-agents,  collectors 
and  adjusters  properly  at  work.  The  field  needs  constant 
attention,  such  as  changing  conditions  suggest.  The  gaps 
left  by  death,  dissatisfaction,  and  other  numerous  causes, 
as  well  as  a  closer  working  of  the  ground,  require  per- 
petual search  for  good  men,  and  constant  education  of 
those  at  work,  bringing  many  of  them  in  time  to  a  point 
where  they  become  good  underwriters. 

Establishing  divisions,  geographically  arranged  for 
conv-enienee  as  ito  access  and  economy  in  travel  by  a  super- 
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intendent  or  assistant  manager,  handling  the  correspond- 
ence and  looking  after  the  interests  of  the  company  either 
from  the  home  office  or  one  more  centrally  located,  has 
proven  very  satisfactory  to  many  companies.  Only  some 
man  educated  in  a  home  office,  thoroughly  versed  in  all 
matters  pertaining  to  its  necessities  and  limitations — the 
agent  will  acquaint  him  with  his — should  be  entrusted 
with  the  work.  Only  well-posted,  loyal  and  careful  acci- 
dent insurance  men  should  be  entrusted  with  remote, 
isolated  offices.  Better  keep  out  of  a  distant  state  imtU 
such  a  man  is  available. 

The  importance  of  co-operation  of  the  home  office  staff 
of  accountants,  policy  writers,  claim  examiners,  supply 
department  heads  and  correspondents  cannot  be  over- 
estimated as  an  adjimct  to  the  field  men's  efforts  in 
building  and  maintaining.  Accounting  must  be  prompt 
and  exact  and  if  a  mistake  in  a  statement  be  made,  rather 
let  it  be  against  than  in  favor  of  the  company.  Nothing 
is  more  annoying  to  an  agent  than  delay  in  receiving 
policies,  except,  possibly,  failure  to  get  supplies  with 
which  to  work.  A  poor  adjustment  of  a  doubtful  claim  or 
delay  on  the  part  of  the  home  office  in  paying  approved 
claims  is  a  prolific  cause  of  loss  of  good  agents,  but  the 
worst  mistake  that  can  be  made  is  the  slighting  or  treat- 
ing lightly  any  communication  coming  from  the  field.  The 
contents  of  every  letter  received  should  be  carefully 
weighed  and  promptly  answered  by  some  person  capable 
of  appreciating  the  writer's  needs,  even  moods. 

With  a  large  agency  force  bombarding  the  home  office 
with  demands,  complaints,  suggestions,  etc.,  correspond- 
ents, and,  in  fact,  the  whole  inside  working  force,  are 
inclined  to  treat  the  field  collectively,  when,  as  a  matter 
of  fact,  the  personality  of  each  agent  should  be  studied  in 
an  effort  to  cater  to  his  wants  and  bind  him  closer  to  the 
company. 

No  manager  who  fails  to  visit  and  make  a  study  of 
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conditions  in  tlie  field — looking  from  the  outside  in — 
should  be  given  the  responsibility  of  final  arbitrament  in 
agency  matters.  Conditions  exist  which  cannot  be 
guessed  at  but  must  be  seen  to  be  appreciated,  and  money 
spent  by  the  manager  in  a  personal  visit  to  as  large  a 
portion  of  his  field  as  is  possible  makes  for  economy  and 
intelligent  handling  of  the  real  backbone  of  his  business. 

A  splendid  medium  for  keeping  in  touch,  exciting 
friendly  rivalry,  encouraging  diligence,  producing  en- 
thusiasm and  generally  educating  the  agent,  is  the  com- 
pany newspaper,  made  as  interesting  as  possible  by  per- 
sonality and  brightness. 

Presupposing  honesty,  the  virtues  to  be  most  encour- 
aged in  the  agent  are  desire  for  work,  exactness  in  all 
transactions,  enthusiasm,  and  loyalty — ^not  in  this  par- 
ticular order,  but  synthetically,  and  there  is  nothing  more 
certain  than  that  constant  employment  by  the  home 
office  management  of  every  one  of  these  desirable  manly 
attributes  will  in  time  bring  the  desired  result.  Virtue 
in  the  manager  discourages  vice  in  the  managed. 

If  this  chapter  were  simply  theoretical,  a  much  more 
exact  science  of  agency  organization  and  management  of 
an  accident  insurance  company  could  be  described  and  a 
pleasanter  quarter  hour  given  the  reader,  but  as  it 
follows  actual  operations  and  observations  extending 
over  a  period  of  more  than  twenty  years  in  successful 
up-building  from  a  small  beginning,  and  is  intended  for 
the  eye  of  men  new  to  the  business,  it  necessarily  must 
lack  much  in  finish  and  detail,  the  fiUing-in  of  which 
would  occupy  most  of  the  space  between  the  two  covers 
of  a  large-sized  volume. 

For  example,  a  chapter  might  be  written  on  the  subject 
of  educating  the  agent  in  a  proper  selection  of  risks,  a 
proper  safeguard  against  lapsing,  and  the  transform- 
ation of  a  simple  commission  seeker  into  an  intelligent 
accident  underwriter.    Another,  fully  as  large,  could  be 
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devoted  to  the  subject  of  esprit  de  corps  of  a  home  office 
organization,  and  how  to  build  and  maintain  it. 

Each  department  is  worthy  a  chapter,  as  from  the  office 
boy  to  the  general  manager,  and  from  the  latest  appoint- 
ed collector  to  the  largest  producer  of  business,  every 
man  employed  by  an  accident  insurance  company  be- 
comes an  integral  factor  in  the  agency  organization  and 
management  of  an  accident  insurance  company.  The 
subject  is  one  that  cannot  properly  be  summed  up. 

There  is  no  infallible  needle  pointing  out  a  set  course 
over  which  an  accident  insurance  manager  may  steer  his 
craft,  the  erosions  of  competition,  common  sense  and  fool- 
ishness are  constantly  changing  the  channel,  and  he  who 
ships  his  treasure  in  any  new  insurance  vessel  mann.ed 
by  novices,  expecting  a  speedy  and  safe  delivery,  shows 
less  wisdom  than  did  King  Midas  in  his  interpretation 
of  the  messages  from  the  Delphian  Oracle. 
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MEDICAL  EXAMINATIONS 

By  W.  Edwabd  Magbudee,  M.  D. 

Examinations  for  the  Underwriting  Department 

Medical  examination,  as  in  life  insurance,  of  each  indi- 
vidual applicant  for  health  or  accident  insurance  has  not 
found  favor  among  accident  companies  for  several 
reasons.  First,  because  of  the  expense,  the  addition  of 
two  or  three  dollars  in  examiners'  fees  to  the  cost  of  se- 
curing a  policy  appearing  to  the  underwriters  as  an  un- 
necessary burden.  Second,  owing  to  the  fact  that  acci- 
dent policies  are  based  upon  a  schedule  of  warranties  or 
statement  of  facts  in  the  application  which  becomes  the 
assured 's  contract  with  the  company  and  upon  the  truth 
of  which  the  policy  is  issued,  medical  examination,  by 
such  examiners  as  are  now  available,  not  only  fails  to 
help  materially  in  the  estimation  of  a  risk,  but  may  prove 
the  means  of  depriving  the  company  of  the  ability  to  avail 
itself  of  a  defence  of  breach  of  warranty  in  certain  cases 
when  such  defence  might  prove  invaluable  in  the  preven- 
tion of  imposition.  Third,  the  adoption  of  universal  ex- 
aminations by  the  accident  companies  as  now  practiced 
in  life  insurance,  would  lead,  no  doubt,  to  legislation  and 
court  decisions  calculated  to  limit  the  right  of  cancel- 
lation by  the  companies,  for  it  is  but  reasonable  to  sup- 
pose that  the  inauguration  of  the  plan  of  examining  all 
risks  would,  naturally,  be  met  by  the  demand  that  the 
policy  be  maintained  in  force  by  the  company  to  the  end 
of  the  term  for  which  it  was  originally  issued.  Fourth, 
the  report  furnished  by  the  average  examiner  seldom 
conveys  to  the  experienced  accident  underwriter  informa- 
tion which  is  in  any  way  comparable  to  what  he  can  ac- 

105 


106  ACCIDENT  INSUEANCE 

quire  through  bureau  records,  inspection  reports,  corre- 
spondence with  other  companies,  his  own  ability  to  read 
between  the  lines  of  an  application  and,  in  the  event  of 
claim,  through  the  information  obtained  from  the  claim 
department  and  the  careful  scrutiny  of  the  claim  papers. 
Fifth,  owing  to  the  present  plan  of  appointing  medical 
examiners,  which  will  be  discussed  at  length  below,  their 
reports  of  examinations  prove  of  little  service  and  are  of- 
ten positively  ludicrous  when  seen  through  the  eyes  of 
the  experienced  home  office  underwriter.  Sixth,  the  gen- 
eral examination  of  applicants  for  accident  and  health 
insurance  would  increase  the  difficulty  of  securing  new 
business  and  lead  to  trouble  with  the  agency  force. 

In  appropriate  cases,  however,  xmder  the  direction  of 
the  underwriter,  even  with  the  poorly  trained  examiners 
now  available,  much  valuable  information  may  be  obtain- 
ed through  medical  examination.  Some  of  these  may, 
with  advantage,  be  mentioned  here  by  way  of  illustration. 

Examinations  for  Health  or  Disability  Policies 

Applications  showing  previous  disability  from  car- 
buncles, felons,  boils,  or  recurrent  abscesses  should  not 
be  accepted  until  the  applicant's  urine  has  been  examined 
and  diabetes  found  to  be  absent. 

Attacks  of  grip,  tonsillitis,  pharyngitis,  rheumatism, 
arthritis  (which  is  a  term  often  used  by  physicians  in 
their  effort  to  conceal  an  existing  rheumatic  infection), 
scarlet  fever,  typhoid  fever,  diphtheria  and  septicemia, 
owing  to  the  frequency  with  which  disease  of  the  heart  is 
associated,  arouse  the  suspicion  of  the  vigilant  under- 
writer as  do  likewise  any  of  the  various  forms  of  heart 
disease ;  and  he  is  fully  justified  in  considering  the  risk 
impaired  until  he  has  the  heart  thoroughly  examined  and 
its  condition  accurately  determined. 

Experience  has  shown  that  gastritis  (so-called)  and 
acute  indigestion  when  appearing  on  an  application  or 
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claim  blank  should  be  carefully  scrutinized  as  a  favorite 
disguise  in  which  gallstones,  appendicitis,  gastric  ulcer, 
cancer  of  the  stomach,  alcoholism,  or  Bright 's  disease 
may  be  parading,  while  the  presence  of  jaundice  should 
always  be  thought  of  as  a  probable  forerunner  of  attacks 
of  gallstones.  Medical  examination  in  behalf  of  the  com- 
pany in  such  cases  often  throws  light  upon  some  serious 
underlying  trouble  and  the  saving  thereby  may  prove 
considerable. 

History  of  dysentery,  especially  in  the  southern  states, 
should  demand  a  medical  examination  on  account  of  the 
possible  existence  of  one  of  the  chronic  diseases  of  which 
diarrhoea  and  bloody  stools  are  prominent  symptoms  and 
which  may  recur  at  intervals  and  cause  prolonged  per- 
iods of  disability,  complicating  abscesses  of  the  liver 
or  other  serious  consequences. 

Previous  inflammatory  diseases  of  the  ears  should  sug- 
gest the  advisability  of  a  medical  examination  before 
assuming  the  risk  of  possible  mastoid  abscesses  or  of  an 
attack  of  meningitis  from  the  subsequent  extension  of 
infection  from  long  standing  middle  ear  disease. 

Eecurrent  attacks  of  bronchitis,  "  congestion  of  the 
lungs,"  all  cases  of  alleged  pleurisy,  a  history  of  recent 
pneumonia  and  prolonged  illness  from  grip,  when  con- 
sidered in  connection  with  an  application,  are  sufficient 
causes  for  postponing  the  acceptance  of  the  risk  until 
medical  examination  convinces  the  underwriter  that 
tuberculosis  or  chronic  organic  disease  of  some  variety 
does  not  exist. 

There  are  certain  border-line  cases  in  which  it  is 
largely  a  matter  of  opinion  of  the  individual  underwriter 
as  to  whether  he  orders  a  medical  examination  to  deter- 
mine the  physical  condition  of  the  risk,  accepts  it  with 
endorsements  eliminating  some  recurrent  disease  or  con- 
dition, or  refuses  the  business  altogether. 

A  good  example  of  such  a  condition  is  that  of  appendi- 
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citis,  for  the  relief  of  which  an  operation  has  already  been 
performed.  Owing  to  the  fact  that  hernia  may  subse- 
quently occur  through  the  line  of  incision  in  the  abdomen, 
some  underwriters  require  the  assured  to  sign  an  en- 
dorsement eliminating  disability  or  future  operation  for 
the  relief  of  abdominal  hernia.  Others  endeavor  to  ascer- 
tain through  correspondence  whether  the  appendix  was 
removed  or  the  abdomen  simply  opened  and  drained. 
Upon  hearing  that  the  appendix  was  removed  and  the 
incision  closed  immediately  without  the  use  of  drainage, 
they  accept  the  risk  without  endorsement  but,  in  cases  in 
which  rupture  of  the  abscess  has  occurred  and  the  abdo- 
men is  opened  and  the  appendix  is  not  removed  or  if 
drainage  is  used,  they  realize  the  fact  that  a  future  oper- 
ation with  consequent  disability  is  probable  for  either 
the  cure  of  a  hernia  through  the  weak  abdominal  wall  or 
for  the  subsequent  removal  of  the  appendix  and  they 
require  an  endorsement  or  decline  the  risk.  Other  under- 
writers request  their  medical  examiner  to  secure  the  de- 
sired information  and  then  accept  the  risk  with  or 
without  qualification  upon  receipt  of  his  report.  In 
cases  where  a  history  of  dizziness  or  vertigo  has  been 
given,  some  underwriters  refuse  to  consider  the  risk  for 
any  kind  of  policy,  while  others  refer  it  to  their  examiner 
with  the  request  that  he  ascertain  whether  the  disturb- 
ance resulted  from  diabetes,  Bright 's  disease,  arterio- 
sclerosis, alcoholism,  some  serious  nervous  disorder  or 
whether  it  resulted  from  some  error  in  refraction  which 
would  be  corrected  and  the  risk  rendered  safe  by  the  use 
of  properly  adjusted  eye-glasses. 

Every  underwriting  department  has  a  list  of  diseases 
which  experience  has  shown  must  be  looked  upon  with 
suspicion,  owing  to  their  habit  of  recurring  or  resulting 
in  serious  losses. 

The  frequency  with  which  the  underwriter  calls  upon 
the  medical  examiner  to  assist  him  in  determining  the 
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extent  ta  whicli  the  risk  is  impaired  by  any  of  these 
diseases,  and  the  methods  to  employ  in  bringing  it  up  to 
the  average,  if  insurable  at  all,  depends  upon  the  under- 
writer and  the  customs  of  the  company  with  which  he  is 
connected. 

Examinations  for  Accident  Policies 

The  medical  examiner  can,  with  advantage,  be  called 
on  to  assist  the  underwriter  in  the  estimation  of  risks  for 
accident  insurance  in  certain  classes  of  cases  which  will 
be  mentioned  briefly,  while,  of  course,  there  are  many 
special  conditions  confronting  the  underwriting  depart- 
ment from  time  to  time  upon  which  the  importance  of 
medical  investigation  becomes  apparent. 

Aside  from  the  well  established  rules  relating  to 
weight,  height,  age,  occupation,  etc.,  which  have  to  be 
considered  by  the  accident  underwriter,  he  endeavors  to 
ascertain  the  existence  and  extent  of  any  disease  or  condi- 
tion which  (1)  has  a  tendency  to  increase  the  liability  to 
accidental  injury,  and  (2)  may  retard  or  prevent  re- 
covery in  the  event  of  injury  taking  place. 

There  are,  naturally,  various  circumstances  under 
which  diseases  or  conditions  which  predispose  to  acci- 
dents are  equally  active  in  complicating  the  results  of  any 
injuries  sustained.  Alcoholism  is,  in  all  probability,  the 
greatest  single  factor  in  the  production  of  loss  under 
accident  policies  and  should,  therefore,  engage  the  atten- 
tion of  the  underwriter  and  cause  him  to  avail  himself  of 
every  possible  aid  in  determining  its  existence  in  appli- 
cants coming  before  him  for  consideration.  Aside  from 
the  proneness  of  those  following  certain  occupations  to 
become  impaired  through  excessive  indulgence  in  alcohol, 
there  are  certain  diseases  which  may  be  mentioned  in  the 
application  for  insurance  or  discovered  through  cor- 
respondence with  other  companies  in  relation  to  previous 
claims,  which  always  arouse  suspicion  and  which  cause 
the  underwriter  to  require  a  careful  medical  examination 
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and  confidential  inspection  before  clearing  the  risk  of 
suspicion  of  being  a  chronic  alcoholic. 

When  previous  disease  of  the  heart  is  discovered  at 
time  of  considering  the  application,  either  through  his- 
tory of  rejection  for  life  insurance  or  otherwise,  or  when 
its  existence  becomes  known  through  the  claim  depart- 
ment, in  any  one  already  holding  a  policy,  the  exact  con- 
ditions must  be  ascertained  by  careful  medical  examina- 
tion to  determine  whether  the  defect  is  of  such  a  char- 
acter that  sudden  death  or  prolonged  disability  is  likely 
to  result. 

History  of  disease  of  the  kidneys  which  may  become 
known  to  the  underwriter  through  the  statements  con- 
cerning the  existence  of  albumen  in  the  urine,  at  some 
past  life  insurance  or  other  examination  causes  him  to 
require  medical  examination  before  considering  the  risk 
for  accident  insurance. 

Those  who  have  at  some  past  time  suffered  from  tuber- 
culosis of  the  lungs,  pleura,  glands,  bones  or  other  re- 
gions, are  not  acceptable  to  the  underwriter  for  accident 
insurance  without  careful  medical  examination  to  deter- 
mine the  present  condition  of  health  and  for  the  purpose 
of  estimating  the  probabilities  of  future  recurrence  of  the 
disease.  In  lung  cases,  particularly,  companies  do  not 
usually  consider  tubercular  subjects  favorably  unless 
they  have  imdergone  a  cure  or  unless  a  long  period  of 
time  has  elapsed  since  any  active  symptoms  of  the  disease 
were  manifest. 

History  of  recurring  abscesses,  or  boils  or  repeated 
septic  infections,  arouses  suspicion  of  the  existence  of 
diabetes  and  the  underwriter  satisfies  himself  through 
medical  examination  whether  he  can  safely  accept  the 
risk  for  accident  insurance. 

The  history  of  symptoms  which  point  to  the  existence, 
past  or  present,  of  gonorrhoea,  syphilis,  arteriosclerosis, 
nervous  diseases,  eye,  ear  and  throat  troubles,  rheuma- 
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tism,  paralysis,  all  diseases  from  wMcli  fainting  spells, 
vertigo  and  sudden  death  may  result,  in  addition  to  tlie 
conditions  mentioned  previously,  when  brought  to  the 
notice  of  an  underwriter  will  usually  cause  him  to  demand 
a  medical  examination  before  issuing  accident  insurance. 
All  histories  showing  inherited  abnormalities,  previous 
injuries  to  or  diseases  of  the  bones  followed  by  shorten- 
ing or  other  deformity  or  defect,  as  well  as  of  injury  or 
disease  involving  important  joints  and  limiting  their 
function,  arouse  the  vigilance  of  the  underwriter  who,  in 
a  number  of  instances,  finds  it  advisable  to  appeal  to  his 
medical  examiner  or  to  a  competent  x-ray  operator  for 
assistance  in  ascertaining  the  exact  condition  of  the  acci- 
dent risk  under  consideration,  and  for  the  purpose  of 
determining  the  degree  of  ability  with  which  the  appli- 
cant can  protect  himself  from  accidents  and,  in  the  event 
of  injury,  his  probable  limit  of  resistance  to  its  conse- 
quences. 

Medical  Examinations  for  the  Claim  Department 

It  will  be  impossible  in  this  discussion  to  go  fully  into 
the  numerous  diseases  and  injuries  which  afflict  claimants 
under  accident  and  health  policies,  and  are  brought  to  the 
notice  of  the  claim  departments,  and  for  the  investigation 
of  which  the  services  of  the  medical  examiners  may  be 
required.  It,  therefore,  seems  better  to  consider  the  sub- 
ject in  a  broader  way,  and  suggest  methods  by  which 
the  medical  departments  of  the  accident  companies  may 
be  rendered  more  efficient. 

The  employment  of  physicians  for  the  protection  of 
accident  companies  against  fraudulent  claims  has  been 
customary  since  accident  and  health  insurance  have  been 
in  existence  and,  owing  to  conditions  which  will  be  de- 
scribed, there  is  a  growing  tendency  on  the  part  of  acci- 
dent companies  to  rely  more  than  ever  upon  their  medical 
advisors,  for  it  is  to  them  they  must  turn  for  assistance 


112  ACCIDENT  INSITEANCE 

in  keeping  the  loss  ratio  within  limits  wMch  adroit  of  pro- 
fitable business. 

There  are  certain  facts  which  officials  in  claim  depart- 
ments, at  home  offices,  as  well  as  adjusters  in  the  field, 
who  have  had  any  degree  of  experience,  have  undoubtedly 
fully  realized.  Some  of  these  may  with  advantage  be 
mentioned  here.  The  most  important  single  element  in 
the  consideration  of  accident  and  health  claims  by  insur- 
ance companies  is  the  unfavorable  attitude  of  the  attend- 
ing physicians,  as  they  alone  can,  without  injustice,  be 
held  responsible  for  inspiring  nearly  all  of  the  claims 
which  prove  troublesome  to  insurance  companies,  either 
through  suggestion  or  as  a  result  of  their  strong  desire 
to  please  rather  than  arouse  the  opposition  of  those  from 
whom  they  gain  their  livelihood.  The  extremes  to  which 
medical  men  of  unquestioned  standing  and  ability  will  go 
in  order  to  assist  their  patients  in  the  collection  of  claims 
against  insurance  companies  is  really  appalling.  In  many 
instances,  claims  which  would  not  come  to  the  attention 
of  the  companies,  except  through  the  assistance  and  in- 
genuity of  the  family  doctor,  are  so  well  prepared  to  meet 
the  requirements  of  the  policy,  that  many  of  them  are 
paid  by  the  claim  departments  without  question. 

It  is  only  fair  to  say,  in  behalf  of  the  attending  phy- 
sician that,  although  he  is  to  a  greater  or  less  degree 
responsible  for  every  case  in  which  the  companies  are 
imposed  upon  by  claimants,  under  accident  or  health  pol- 
icies, he  almost  always  renders  this  service  to  his  patient 
without  the  thought  of  any  direct  financial  benefit  to  him- 
self. He  makes  the  mistake  either  through  his  desire  to 
accommodate  his  patient  and  avoid  the  trouble  of  a  con- 
flict with  him  over  what  appears  to  be  a  trivial  matter,  or 
he  has  learned  by  experience  that,  in  order  to  hold  his 
practice,  he  must  comply  with  the  wishes  of  his  patients 
in  the  filling  of  claim  blanks,  wherever  possible,  under 
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penalty  of  having  them  go  to  some  competitor  who  will 
give  them  the  service  which  they  desire. 

The  overcrowding  of  the  medical  profession  has  not 
only  made  it  hard  for  the  average  physician  to  make  a 
living  but,  owing  to  the  previous  limited  requirements  of 
some  of  the  medical  schools  and  boards  of  registration, 
every  community  has  certain  unscrupulous  physicians 
with  whom  the  reputable  ones  are  in  daily  competition 
and,  unfortunately,  some  of  the  methods  practiced  by 
these  charlatans  are  unconsciously  adopted  by  those  who 
are  naturally  expected  to  be  beyond  the  reach  of  such 
demoralizing  influences. 

The  attitude  of  attending  physicians  toward  insurance 
companies  is  attributable,  no  doubt,  to  the  same  condi- 
tions which  determine  the  feeling  of  the  public  toward 
corporations  and,  apparently,  causes  them  to  think  them- 
selves justified  in  resorting  to  measures  which  they  would 
not  think  of  employing  in  their  transactions  with  indi- 
viduals. Physicians  are  probably  also  inclined  to  the 
unjust  belief  that  insurance  companies  are  always  await- 
ing opportunities  for  taking  advantage  of  their  policy- 
holders and  that  it  is  their  duty  as  medical  advisers  to 
furnish  all  possible  protection  to  their  defenseless  pa- 
tients. 

The  attorneys  who  prey  upon  insurance  companies  and 
corporations  and  are  conspicuous  for  their  activity  both 
in  securing  the  claims  of  individuals  for  collection  and  in 
the  methods  to  which  they  resort  for  the  accomplishment 
of  their  purposes,  could  not  exist  without  the  aid  of  med- 
ical men  for,  without  the  certain  knowledge  that  they  can 
always  find  one  or  more  physicians  in  each  community 
willing  to  go  on  the  witness  stand  in  support  of  almost 
any  contention  they  may  make,  they  would  immediately 
lose  their  activity  and  efficiency  as  resourceful  damage 
suit  lawyers.  Eealizing,  therefore,  that  the  attending 
physician  is  the  most  important  factor  in  the  promotion 
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of  claims  against  insurance  companies,  what  measures 
can  be  adopted  for  the  protection  of  the  companies 
against  this  imposition? 

It  is  in  such  cases  that  the  employment  of  physicians 
to  make  examinations  on  behalf  of  the  companies  becomes 
necessary,  for  it  is  only  through  the  careful  work  of  ex- 
amining physicians  that  incorrect  statements  by  family 
doctors  and  claimants  can  be  detected  and  their  conse- 
quences overcome. 

The  time  is  probably  near  at  hand  when  the  companies 
will  have  to  give  more  attention  to  the  personnel  and 
training  of  their  medical  examiners  for,  with  the  existing 
competition,  the  liberalizing  of  the  insurance  contracts, 
and  the  increasing  ingenuity  of  claimants,  more  attention 
will  have  to  be  given  to  the  validity  of  claims  presented, 
and,  to  this  end,  better  service  will  be  required  from  the 
companies'  examiners. 

The  plan  followed  by  many  companies  of  allowing  their 
agents  to  appoint  the  medical  examiners  is  one  of  the 
causes  for  the  poor  service  which  the  examiners,  under 
present  circumstances,  are  giving.  In  such  cases  the  gen- 
eral agent,  with  an  eye  single  to. the  production  of  busi- 
ness, usually  appoints  every  physician  in  his  community 
who  can  be  induced  to  purchase  an  accident  policy,  or 
influence  others  to  become  policyholders,  and  examina- 
tions are  distributed  among  these  examiners  in  propor- 
tion to  their  value  to  the  agency,  and  without  any  refer- 
ence to  their  qualifications.  Other  companies  appoint 
several  examiners  in  a  town,  either  those  suggested  by 
the  general  agent,  or  selected  by  the  company's  traveling 
special  agent  from  among  his  friends  and  these,  working 
under  the  general  agent  and  dependent  upon  him  for  dis- 
tribution of  examinations,  learn  by  experience  that  un- 
favorable reports  are  likely  to  be  followed  by  the  employ- 
ment of  less  careful  examiners.    An  otherwise  competent 
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examiner  under  sucli  circumstances  usually  falls  into  the 
fatal  habit  of  agreeing  with  the  agent  in  his  opinion  that 
the  risk  must  be  continued  or  the  claim  paid  for  the  good 
of  the  business  and,  therefore,  for  the  best  interests  of 
the  company.  Still  other  companies  select  and  appoint 
their  examiners  with  some  degree  of  care  but,  with  the 
appointment  made,  they  seem  to  feel  that  their  duty  has 
been  discharged  and  make  no  effort  to  train  them  so  that 
they  may  render  efficient  service  to  the  claim  department. 

In  order  to  develop  a  corps  of  examiners  over  the  coun- 
try of  value  to  the  underwriting  and  claim  departments, 
the  appointments  must  be  made  with  an  extreme  degree 
of  care  and,  in  addition  to  training  the  examiners  by 
calling  their  attention  to  special  conditions  to  be  investi- 
gated, and  criticizing  their  failures  to  cover  the  essential 
features  of  an  examination  in  their  reports,  they  must  be 
made  to  feel  that  the  truth  is  what  the  company  wants, 
regardless  of  whom  it  hurts,  and  that  the  examiner  who 
searches  for  and  accurately  imparts  the  true  facts  to  the 
company  will  have  the  support  of  the  home  office  and  can- 
not be  penalized  by  the  general  agent  and  have  his  work 
withdrawn  by  him  because  of  the  thoroughness  with 
which  the  examinations  are  made. 

Instead  of  having  a  large  number  of  examiners  in  each 
city  or  town,  a  company  under  ordinary  conditions  should 
appoint  but  two,  of  which  one  should  be  the  chief  exam- 
iner and  the  other  the  alternate.  If  all  examinations  in 
the  territory  are  referred  to  the  chief  examiner,  when 
available,  he  derives  valuable  experience  and,  with  the 
knowledge  that  he  is  the  responsible  examiner  for  the 
company  in  his  conamunity  and  that  he  will  receive  all 
of  the  examinations,  he  is  encouraged  to  give  the  highest 
degree  of  service  of  which  he  is  capable.  It  would  be 
desirable,  for  similar  reasons,  whenever  possible  to  do 
so,  for  several  companies,  at  least,  to  employ  the  same 
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examiners  in  a  town  as  the  additional  experience  de- 
rived from  the  more  extensive  work  would  increase  the 
efficiency  of  the  service  rendered  to  all  of  the  companies 
employing  them. 

No  complete  list  of  names  of  examiners  who  are  em- 
ployed by  accident  companies  has  ever  been  prepared  and 
those  directories  now  accessible  contain  many  names  of 
physicians  who  are  not  qualified  in  any  particular  for  the 
work.  There  are  several  ways  in  which  the  names  of 
physicians  who  are  available  as  examiners,  or  who  are 
susceptible  of  training  for  the  work  may  be  obtained  and, 
after  careful  investigation,  selection  of  suitable  men  may 
be  made. 

1.  The  various  companies  engaged  in  business  in  the 
place  where  an  appointment  of  examiners  is  to  be  made 
can  be  written  to  and  the  names  of  their  examiners  thus 
secured. 

2.  The  list  of  accident  examiners  which  has  been  pre- 
pared for  the  Insurance  Year  Book  published  by  the 
Spectator  Company  may  prove  of  assistance. 

3.  The  list  of  examiners  approved  by  the  Detroit  Con- 
ference may  be  consulted. 

4.  Both  the  Medical  Directory  published  by  the  Amer- 
ican Medical  Association,  Chicago,  and  Polk's  Medical 
Directory  published  by  E.  L.  Polk  &  Co.,  Detroit,  should 
be  in  the  library  of  the  claim  department  of  every  acci- 
dent company  and  will  render  valuable  assistance  to  those 
in  search  of  medical  examiners. 

These  directories  indicate  the  age,  date  of  graduation 
and  the  name  of  the  college  in  which  medical  education 
was  received,  in  addition  to  the  specialty,  if  any,  which 
the  physician  has  taken  up. 

There  are  several  things  which  should  have  attention 
when  selecting  an  examiner  from  any  of  these  lists.  The 
standing  of  the  school  from  which  he  was  graduated 


MEDICAL  EXAMINATIONS  117 

should  be  taken  into  consideration ;  he  should  not,  under 
ordinary  circumstances,  be  a  man  over  forty  unless  he 
has  already  acquired  skill  as  an  accident  examiner,  and 
his  business  ability  and  moral  character  should  be  of  a 
high  standard.  It  has  been  found  by  experience  that 
physicians  who  have  been  extensively  engaged  in  making 
examinations  for  life  insurance  companies  are  usually 
less  satisfactory  as  examiners  for  accident  companies 
than  men  who  have  devoted  themselves  to  extensive  pri- 
vate practices  and  had  opportunities  for  familiarizing 
themselves  with  the  results  of  diseases  and  injuries 
among  their  own  patients. 

The  frequency  with  which  physicians  are  employed  for 
the  examination  of  claimants  under  accident  and  health 
policies  depends  largely  upon  the  customs  of  the  various 
companies.  In  order  to  acquire  the  true  facts  relating 
to  an  illness  or  injury,  upon  which  a  claim  has  arisen,  it 
is  usually  necessary  to  have  the  claimant  examined  and 
such  examination,  when  made  by  a  competent  examiner, 
not  only  assists  in  bringing  out  the  truth,  but  the  knowl- 
edge of  the  fact  that  the  company  will  have  an  examina- 
tion made  by  a  careful  man  has  a  deterring  iufluence  upon 
the  claimant  and  his  attending  physician  and  makes  them 
less  extravagant  in  their  statements  on  claim  blanks 
which  they  realize  may  eventually  be  called  in  question. 

Careful  examining  physicians  who  have  had  training 
by  the  home  office  so  that  they  are  thoroughly  familiar 
with  the  intention  of  the  policies  with  regard  to  house 
confining  and  non-house  confining  disability  for  illness, 
total  or  partial  disability  for  accident,  and  other  condi- 
tions and  limitations  in  the  contracts,  and  who  realize  the 
importance  of  testing  the  truthfulness  of  the  statements 
in  the  original  application,  can  often  render  the  company 
valuable  service  by  clearing  up  misunderstandings  be- 
tween claimants  who  do  not  understand  their  policies  and 
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the  companies  who  are  desirous  of  meeting  their  actual 
liabilities. 

With  more  attention  paid  by  the  companies  to  the  selec- 
tion and  handling  of  their  medical  advisors  over  the  coun- 
try, they  can  develop  a  corps  of  officials  whose  ability  and 
loyalty  can  be  counted  upon  in  the  protection  of  their 
interests  and  the  prevention  of  imposition  on  the  part  of 
claimants,  attending  physicians  and  attorneys. 

Competent  examiners  can  save  the  companies  money 
on  ahnost  every  claim  and,  under  both  accident  and 
health  policies,  it  is  quite  likely  that  medical  investiga- 
tions will  eventually  be  ordered  by  all  companies  in 
nearly  every  ease  of  illness  or  accidental  injury  imme- 
diately upon  receipt  of  notice. 

When,  as  sometimes  happens,  a  medical  examiner  is 
found  to  possess  the  temperament,  tact,  and  experience 
necessary  to  fit  him  for  the  adjustment  of  accident  and 
health  insurance  claims,  he  should  receive  all  possible 
encouragement  and  training  by  the  claim  officials  at  the 
home  office  and  his  fitness  for  this  work  made  known  to 
other  companies  so  that,  by  securing  additional  work,  he 
may  gain  experience  and  be  rendered  all  the  more  efficient 
to  the  company  through  which  he  was  originally  dis- 
covered. • 
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Chapteb  xxxvni 

SICKNESS  INSURANCE 

By  Eeinabd  S.  Keeloe,  M.  D. 

It  is  the  purpose  of  the  writer  to  present  for  the  benefit 
of  underwriters,  solicitors  or  agents,  and  students,  a  suc- 
cinct historical  account  of  the  introduction  and  develop- 
ment of  insurance  against  sickness  in  the  United  States, 
following  with  an  account  of  the  present  status  of  the 
business,  the  technique  employed  in  dealing  with  prob- 
lems that  arise  in  the  underwriting  and  claim  depart- 
ments of  companies  writing  such  insurance,  and  to  fore- 
cast in  a  general  way  the  probable  future  of  the  business. 
The  reader  will  have  noted  the  caption  "  Sickness  In- 
surance," and  may  have  wondered  why  the  term 
"  Health  Insurance  "  was  not  employed.  The  term 
"  Sickness  Insurance  "  is  certainly  more  descriptive, 
although  it  may  be  less  euphonious  than  the  term 
"  Health  Insurance,"  and  since  accurate  description  is 
desirable  in  a  work  of  this  kind,  the  term  will  be  em- 
ployed here  even  at  the  sacrifice  of  euphony. 

Origin  and  Development  of  the  Business 

Insurance  against  loss  of  time  resulting  from  sickness 
has  been  furnished  by  the  so-called  Friendly  Societies  in 
England,  and  by  the  trade  guilds  in  Germany  for  a  num- 
ber of  years,  but  it  should  be  remembered  by  the  reader 
that  the  term  "  sickness  "  as  used  by  these  societies 
includes  incapacity  resulting  from  accidental  injuries  as 
well  as  from  disease,  and  that  the  members  of  these 
societies  are  said  to  be  "  sick  ' '  when  they  are  disabled — 
whether  from  injury  or  disease. 
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In  the  United  States  it  was  first  undertaken  as  a  com- 
mercial enterprise  in  1847  by  the  Health  Insurance  Com- 
pany of  Philadelphia,  organized,  as  the  name  would 
seem  to  imply,  for  the  specific  purpose  of  insuring  against 
sickness,  and  having  an  authorized  capital  of  $100,000. 
A  company  was  organized  in  New  Jersey,  and  several  in 
Massachusetts,  about  the  same  time.  The  Philadelphia 
company  prepared  a  premium  table  in  which  risks  were 
arranged  in  age  groups  beginning  at  20  years,  and  ending 
with  60  years,  and  the  premium  charged  for  a  weekly 
indemnity  of  $4  for  risks  in  the  first  group  (20  to  25 
years)  was  $5.25.  An  increase  was  made  in  the  rate 
charged  for  each  succeeding  group,  and  it  was  contem- 
plated that  each  risk  must  pay  the  schedule  rate  for  the 
attained  age  of  the  individual  upon  renewal  of  his  annual 
policy. 

The  commissions  and  other  operatiag  expenses  were 
then  very  much  less  than  they  are  at  this  time,  so  that  the 
actual  premium  available  for  the  payment  of  losses  was 
considerably  larger  than  would,  without  some  thought 
upon  the  subject,  seem  possible,  and  yet  each  one  of  the 
companies  referred  to  very  promptly  failed  and  retired 
from  business,  the  trouble  in  each  case  having  been  due 
to  an  unfair  selection  against  the  company  in  the  char- 
acter of  risks  offered  and  accepted ;  there  was  a  prepon- 
derance of  risks  belonging  to  the  higher  age  groups  for 
which  the  premium  rates  had  not  been  loaded  sufficiently 
to  meet  the  average  rate  of  sickness,  affected  as  it  must 
be  by  increasing  age,  and  then,  too,  it  was  made  apparent 
that  insufficient  precautions  against  the  acceptance  of 
defective  risks  had  a  large  share  in  the  general  result 
that  brought  about  the  downfall  of  these  companies. 

Following  the  pioneer  work  above  referred  to,  the  busi- 
ness of  sickness  insurance  in  the  United  States  lapsed 
into  a  condition  of  innocuous  desuetude,  relieved  only  by 
the  sporadic  attempts  of  a  few  life  insurance  companies, 
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in  the  decade  following  1860,  to  create  an  interest  in  such 
insurance,  until  about  1894,  when  a  little  rider,  covering 
only  eight  zymotic  diseases  and  attached  as  an  adjunct 
to  accident  policies,  made  its  appearance,  and  from  this 
rider,  by  the  process  of  gradual  evolution,  sickness  insur- 
ance as  we  now  know  it,  took  its  rise.  Beginning  cau- 
tiously (and  very  properly  so),  with  a  separate  policy 
covering  a  limited  number  of  diseases,  and  sold  at  a 
premium  rate  of  $2  for  each  $5  weekly  indemnity,  stress 
of  competition  soon  caused  the  list  of  named  diseases  to 
be  gradually  extended,  until  finally  the  policy  covering 
any  sickness  made  its  appearance. 

The  so-called  "  Limited  Sickness  Policies,"  covering 
sickness  due  to  any  of  the  diseases  named  therein,  are 
still  sold  by  a  few  companies,  some  companies  charging 
$2,  while  others  charge  $3  for  $5  of  weekly  indemnity. 
It  seems,  however,  to  be  the  consensus  among  under- 
writers, that  the  class  of  persons  who  purchase  these 
policies  in  preference  to  policies  that  cover  every  kind  of 
sickness,  but  cost  more,  are  the  very  class  of  persons 
likely  to  seek,  for  instance,  to  have  a  case  of  ordinary 
intercostal  neuralgia  called  pleurisy,  if  the  limited  policy 
covers  that  disease,  and  will  be  sure  to  proclaim  the 
unfairness  of  the  insurance  company  if  a  right  diagnosis 
of  the  illness  is  insisted  upon,  and  obviously  occurrences 
of  this  kind  are  not  calculated  to  promote  busiaess. 

Some  underwriters  have  not  looked  particularly  for 
profit  in  sickness  insurance,  but  have  taken  it  up  and 
pushed  it  merely  as  a  "  feeder  "  to  stimulate  the  devel- 
opment of  their  accident  business,  and  have  accordingly 
insisted  upon  only  covering  sickness  concurrently  with 
accident  insurance,  issuing  for  that  purpose  what  is 
known  as  a  "  general  disability  policy."  Other  under- 
writers have  contended  that  if  the  premium  charge  made 
for  the  sickness  feature  of  disability  policies  is  adequate, 
it  is  illogical  to  assume  that  the  same  premium  wiU  not 
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provide  the  same  insurance  under  a  policy  that  does  not 
cover  accidents,  and  that  if  some  part  of  the  accident 
premium  is  really  necessary  to  help  pay  the  claims  for 
sickness,  the  logical  thing  to  do  would  be  to  increase  the 
premium  for  sickness  insurance  under  both  forms  of 
policy,  and  the  constant  increase  in.  accident  loss  ratios 
and  consequent  narrowing  of  the  margin  of  profit  would 
seem  to  add  weight  to  this  argument — the  only  alterna- 
tive being  a  reduction  in  the  cost  of  conducting  business. 

All  of  the  policies  issued  by  casualty  companies  in  this 
country  are  annual  contracts,  which  may  be  either  re- 
newed or  cancelled  at  the  pleasure  of  the  company,  and 
doubtless  the  course  of  the  companies  in  this  respect  has 
been  justifiable,  because  they  have  been  "  sailing  on  an 
uncharted  sea  "  having  nothing  to  guide  them  but  the 
experience  of  the  Friendly  Societies  of  England  devel- 
oped under  conditions  differing  widely  from  the  condi- 
tions that  prevail  here  among  the  classes  from  which 
the  underwriter  gets  his  sickness  insurance  risks. 

In  the  opinion  of  the  writer,  however,  co-operation  on 
the  part  of  eight  or  ten  leading  companies  to  the  extent 
of  furnishing  their  experience  covering  sickness  insur- 
ance underwriting  for  the  years  1907,  1908  and  1909,  all 
of  which  is  now  available,  showing  the  number  of  days 
exposure  for  each  year  of  attained  age  between  20  and 
65  years,  and  the  number  of  days  of  sickness  suffered 
for  each  year  of  attained  age,  if  no  other  data  were 
furnished,  would  provide  a  good  and  safe  working 
basis  for  the  construction  of  an  American  experience 
table,  and  enable  underwriters  in  this  country  to  safely 
take  the  next  step  in  the  development  of  sickness  insur- 
ance which,  needless  to  say,  contemplates  the  issue  of  a 
policy  having  no  cancellation  clause,  but  covering  sick- 
ness from  any  cause,  and  terminating  when  the  assured 
attains  the  age  of,  say  65,  or  upon  his  earlier  death. 

The  premium  for  a  policy  such  as  is  here  referred  to 
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must,  as  may  readily  be  understood,  be  loaded  at  the 
age  of  entry  so  that  the  investment  of  that  part  of  each 
annual  payment,  remaining  after  deducting  expenses, 
and  the  compounding  of  the  interest  accumulations,  will 
be  adequate  to  meet  the  increased  cost  of  sickness  which 
the  individual  may  be  expected  to  suffer  as  his  age 
advances.  The  unearned  premium  reserve  computed 
from  experience  tables  entitled  to  confidence,  would  at 
the  beginning  be  considerably  less  than  50  per  cent,  of 
the  premium  received  by  the  company,  but  for  obvious 
reasons  this  reserve  must  be  increased  from  year  to  year 
during  the  life  of  the  policy.  In  the  event  of  the  lapse 
of  a  policy  through  the  failure  of  the  assured  to  pay  his 
premium,  the  accumulated  reserve  would  revert  to  the 
company  and  be  passed  to  its  surplus  account. 

Level  premium  sickness  insurance  under  continuing 
policies,  in  lieu  of  the  annual  policies  now  issued,  is  sure 
to  come — probably  sooner  than  many  of  us  now  think 
possible — and  it  will  give  a  tremendous  impetus  to  the 
business  transacted  by  the  companies,  and  the  immi- 
nence of  this  next  step  in  sickness  imderwriting  would 
seem,  under  these  circumstances,  to  justify  more  than 
a  passing  allusion  in  a  treatise  upon  the  general  subject 
of  sickness  insurance,  and  the  writer,  therefore,  offers  no 
apology  for  his  digression.  The  writer  has  published 
the  results  of  his  study  of  an  American  experience  in- 
volving more  than  37,000,000  days  of  exposure,^  and, 
having  extended  his  study  to  the  consideration  of  addi- 
tional experience  involving  a  very  large  exposure  con- 
cerning which  no  results  have  as  yet  been  published,  has 
reached  some  general  conclusions  which  may  be  stated 
here  for  the  benefit  of  those  who  desire  to  make  a  special 
study  of  American  experience.  These  conclusions, 
briefly  stated,  are: 

1  The  reader  is  referred  to  the  printed  proceedings  of  the  Convention  of  the  International 
Association  of  Accident  Underwriters  for  1906,  for  details  concerning  the  experience  referred 
to. 
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(1)  An  experience  of  sufficient  volume  to  reduce  to 
a  minimum  the  element  of  chance  in  dealing  with  each 
year  between  age  20  and  age  60  will  probably  not 
materially  affect  results  obtained  in  dealing  with  exper- 
ience by  age  groups,  assuming  that  the  groups  do  not 
include  more  than  five  years  each;  (2)  for  the  accurate 
determination  of  the  ratio  of  increase  in  the  prime  cost 
of  a  given  indemnity,  with  a  view  to  naming  a  premium 
at  age  of  entry  to  carry  the  risk  to  a  given  age — say 
65  years — an  experience  table  worked  out  upon  the 
basis  of  years  rather  than  age  groups,  is  desirable, 
but  not  a  sine  qua  non  for  a  beginning;  (3)  the  average 
rate  of  sickness  among  risks  entitled  to  select  and  pre- 
ferred classifications,  according  to  existing  accident 
manuals,  will  (if  proper  selection  is  maintained)  be  less 
than  the  rate  shown  by  any  of  the  English  experience 
tables;  (4)  while  medical  examination  would  be  of  some 
value  in  securing  proper  selection,  such  examination 
would  be  of  much  less  value  in  sickness  insurance  than 
it  is  in  life  insurance,  because  a  number  of  conditions 
tending  to  unusual  morbidity  are  not  as  easily  detected 
as  are  those  conditions  tending  to  shorten  life,  and  the 
effect  of  medical  selection  would  be  more  quickly  lost 
than  it  is  in  life  insurance. 

The  conclusions  referred  to  above  have  been  reached 
by  studying  American  experience  arranged  in  age  groups 
of  five  years  each,  and  this  plan  was  adopted  because  it 
was  found  that  in  attempting  to  exhibit  the  average  rate 
of  sickness  for  each  year  of  attained  age,  the  actual 
exposures  for  some  years  were  wholly  insufficient  to 
afford  reliable  results,  and  if  these  conclusions  are  cor- 
rect the  further  statement  that  a  pure  premium  of  about 
$3.75  annually  will  be  required  to  provide  an  indemnity 
of  $5  per  week  during  totally  incapacitating  and  house- 
confining  illness  not  to  exceed  fifty-two  weeks,  if  the  in- 
dividual is  20  years  of  age  when  the  policy  is  issued 
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and  the  insurance  is  made  contimions  until  the  assured 
reaches  the  age  of  65  years,  would  seem  to  be  warranted. 
At  age  40,  at  the  time  of  insuring,  the  pure  premium 
required  would  seem  to  be  about  $5.50,  and  at  age  60, 
about  $9.75,  assuming  that  interest  will  be  compounded 
at  3%  per  cent.* 

It  will,  of  course,  be  understood  that  the  pure  prem- 
iums must  be  loaded  to  meet  the  expenses  incident  to  the 
conduct  of  the  business,  including  home  office  charges 
and  agents'  commissions,  but  obviously  the  rate  of 
renewal  commission  to  be  paid  should  be  much  less  than 
is  now  paid  upon  renewal  of  annual  policies,  because,  as 
is  the  case  in  life  insurance,  the  agent  would  have  little, 
if  anything,  to  do  in  the  premises;  a  loading  of  30  per 
cent,  should  be  ample  to  meet  all  proper  expenses.  From 
the  agent's  standpoint,  the  reduced  rate  of  commission 
would  be  more  remunerative  in  the  aggregate  than  the 
income  now  derived  from  sickness  insurance,  because  the 
business  would  practically  renew  itself,  so  that  time  now 
employed  in  placing  renewals  could  be  devoted  to  secur- 
ing new  business,  and  the  renewal  interest  in  a  contin- 
ually increasing  volume  of  business  would  soon  afford  a 
satisfactory  income. 

It  is  assumed  to  be  unnecessary  to  go  into  details  here 
respecting  the  profits  likely  to  accrue  to  the  company, 
but  it  may  be  broadly  stated  that  careful  selection  of 
risks  will  reduce  the  actual  pure  premium  required. 
Something  may  also  be  saved  out  of  the  expense  loading, 
and  the  reversions  from  lapsed  policies  wiU  add  more 
or  less  to  profit. 

Present  Practice 

Having  traversed  the  realm  of  the  near  future,  we 
shall  now  retrace  our  steps,  and  deal  with  the  present 

*The  approximate  figures  given  afford  a  fair  indication  of  what  would  be  shown  by  a  com- 
plete net  level  premium  table  for  all  ages  between  20  and  60  years  but  since  the  data  from 
which  they  have  been  drawn  contains,  as  respects  some  ages  between  the  two  extremes 
mentioned  more  or  less  of  the  element  of  chance  due  to  meagre  exposure,  the  writer  prefers 
that  they  shall  be  regarded  as  tentative  and  subject  to  some  correction  and  from  this  view- 
point it  IS  thought  inadvisable  to  consume  space  by  introducing  a  complete  table. 
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practice  of  companies  as  respects  underwriting  and  the 
handling  of  claims.  Annual  policies  providing  $5  weekly, 
while  totally  incapacitated  and  confined  within  the  house 
on  account  of  any  disease  originating  while  the  policy  is 
in  force  (the  maximum  period  for  which  indemnity  is 
paid  being  fifty-two  weeks),  are  sold  to  persons  between 
18  and  50  years  of  age,  for  an  annual  premium  of  $7, 
and  to  persons  between  51  and  60  years  of  age  for 
an  annual  premium  of  $9.  These  policies  provide 
a  half-rate  indemnity  for  a  limited  period  of  conval- 
escence, but  no  indemnity  is  paid  for  any  period  dur- 
ing which  a  legally  qualified  physician  is  not  in  regular 
attendance.*  The  applicant  for  sickness  insurance  is 
required  to  state  among  other  things  his  occupation,  age, 
height,  weight  and  residence,  and  to  disclose  to  the 
underwriter  the  nature  of  any  sickness  causing  inca- 
pacity for  business  or  work  that  may  have  occurred 
within  five  years.  With  this  data  before  Mm,  the  under- 
writer judges  the  physical  hazard  of  the  risk  submitted 
to  him.  The  application  becomes  a  part  of  the  contract 
if  a  policy  is  issued,  and  every  statement  should  be  care- 
fully written  in  accord  with  the  facts  in  the  case,  so  that 
there  may  be  no  breach  of  warranty  that  might  have  the 
effect  of  voiding  the  policy  in  the  event  of  a  claim  being 
made. 

A  policy  insuring  against  sickness  should  not  be  issued 
if  the  applicant  has  suffered  from  or  is  at  the  time  of 
making  the  application,  suffering  from  syphilis,  any 
organic  disease  of  the  heart,  arterial  sclerosis  or  hard- 
ening of  the  arteries.  Bright 's  disease,  albuminuria, 
dropsy,  diabetes,  apoplexy,  paralysis,  disease  of  the 
spinal  cord,  consumption  or  tuberculosis,  inflammatory 
rheumatism,  epilepsy  (or  fits),  malignant  tumor  or  can- 
cer.   There  are  a  number  of  diseases  that,  while  not  pro- 

*A  few  companies  have  introduced  policies  that  do  not  conform  to  the  general  rule  re- 
specting convalescence  or  long  continued  sickness  but  any  detailed  reference  to  such  variations 
would  take  us  into  the  domain  of  company  advertising;  the  writer  has  therefore  referred 
to  company  prospectuses  for^special  features  that  mark  departures  from  general  practice 
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hibitory  of  sickness  insurance,  nevertheless,  should  dis- 
qualify those  who  have  suffered,  unless  the  policies 
issued  are  endorsed  so  as  to  eliminate  any  liability  on  the 
part  of  the  company  for  indemnity  on  account  of  illness 
due  directly  or  indirectly  to  such  cause.  Some  of  the 
diseases  here  referred  to  are  recurrent  in  character,  one 
attack  establishiQg  a  predisposition  to  successive  at- 
tacks ;  others,  while  not  in  themselves  recurrent,  leave  the 
individual  in  such  physical  condition  that  he  is  predis- 
posed to  other  illness,  and  any  disability  is  unduly 
prolonged.  A  history  of  any  illness  due  to  muscular 
rheumatism,  gout,  neuralgia,  tonsilitis  or  quinsy,  pleur- 
isy, gall-stones,  jaundice,  varicose  veins,  urethral  stric- 
ture, malaria  within  twelve  months,  appendicitis  (xmless 
the  appendix  has  been  removed)  should  call  for  an  elim- 
inating endorsement. 

There  are  other  matters  pertaining  to  personal  his- 
tory and  physical  condition  that  are  of  such  importance 
that  the  underwriter  should  constantly  have  them  in 
mind  in  scanning  an  application  for  sickness  insurance. 
A  history  of  rejection  by  a  life  insurance  company  should 
put  him  on  notice  that  the  risk  is  in  all  probability  sub- 
standard, even  if,  because  of  lapse  of  time  since  the  re- 
jection, it  is  urged  that  there  was  no  really  good  groimd 
for  the  rejection,  and  he  will  do  well  to  investigate  thor- 
oughly before  accepting  the  risk.  An  underweight  risk 
should  be  scrutinized  with  great  care,  and  this  is  par- 
ticularly true  if  the  individual  is  under  30  years  of 
age;  tuberculosis  finds  a  majority  of  its  victims  among 
young  adults  who  are  underweight,  and  in  any  event  such 
persons  are  slow  to  recover  from  any  kind  of  illness,  their 
underweight  being  merely  one  of  the  visible  signs  of  a 
diminished  vitality.  Overweight,  however,  is  a  condition 
requiring  just  as  much  caution  on  the  part  of  the  under- 
writer. A  moderate  amount  of  overweight  in  a  young 
adult  may  be  regarded  as  the  expression  of  a  harmless 
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hyper-nutrition,  but  in  persons  over  30  years  of  age 
obesity  is  as  a  rule  an  indication  of  iaternal  trouble,  being 
due  to  causes  that  bring  about  the  development  of  chronic 
organic  diseases  that  will  end  in  protracted  illness.  When 
the  application  discloses  a  history  of  appendicitis,  fol- 
lowed by  removal  of  the  appendix  not  less  than  four 
months  previously  and  the  applicant  is  not  overweight 
and  presents  no  evidence  of  ventral  or  abdominal  hernia 
at  the  site  of  the  wound,  the  risk  may  be  accepted  without 
question.  In  overweight  risks,  however,  and  particularly 
if  drainage  has  been  employed  by  the  surgeon  ia  healing 
the  wound  after  operation  for  appendicitis,  it  is  better 
to  postpone  the  risk  for  a  year  after  the  operation,  after 
which,  if  no  signs  of  hernia  exist,  the  risk  may  be  ac- 
cepted. 

Some  occupations  in  which  the  individual  is  brought 
into  contact  with  irritating  particles,  or  gases,  or  with 
mineral  or  other  poisons,  or  in  which  he  is  exposed  to 
atmospheric  conditions  provocative  of  colds  or  other  dis- 
eases of  the  respiratory  organs,  stand  in  such  relation 
to  that  phase  of  the  general  subject  now  under  considera- 
tion that  the  underwriter  should  consider  himself  placed 
upon  notice  when  dealing  with  the  application  of  one 
who  has  long  been  engaged  in  an  occupation  of  the  char- 
acter referred  to,  and  unless  the  personal  history  and 
physical  characteristics  of  the  individual  clearly  negative 
the  presumption  which  is  against  the  applicant  in  such 
cases,  an  investigation  should  be  made  before  accepting 
the  risk.  In  dealing  with  occupation,  however,  it  will 
serve  a  good  purpose  to  consider  the  possible  influence 
which  occupation  may  have  had  upon  the  moral  and  so- 
cial, as  well  as  the  physical  condition  of  the  individual. 
The  writer  is  aware  that  this  is  a  refinement  in  under- 
writing that  will  probably  not  appeal  immediately  to 
many  of  his  readers,  but  the  medical  aspect  of  the  ques- 
tion emphasizes  its  importance.     The  average  duration 
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of  life  is  increasing,  so  that  new  tables  of  expectancy  for 
life  insurance  companies  are  warranted,  but  the  price 
paid  for  increased  longevity  is  a  large  increase  in  the 
number  of  persons  upwards  of  45  years  of  age  who  suffer 
from  alcoholism,  cancer,  diabetes  and  from  diseases  of 
the  heart,  liver,  kidneys  and  stomach.  Of  51,000  alcoholic 
patients  treated  at  one  hospital  in  New  York  City,  66 
per  cent,  were  between  30  and  49  years  of  age,  and  75 
per  cent,  of  all  chronic  alcoholic  patients  examined  at 
this  hospital  were  found  to  have  chronic  diseases  of  the 
liver,  heart  or  kidneys,  while  50  per  cent,  had  gastritis. 
Excessive  indulgence  in  alcohol  may  be  said  to  be  inci- 
dental to  some  occupations,  and  this  brings  us  back  to 
the  proposition  that  occupation  has  a  bearing  upon  the 
moral  and  social  condition  of  individuals,  and  indirectly 
causes  a  large  amount  of  sickness. 

Handling  Sickness  Claims 

One  of  the  requirements  of  all  policies  insuring  against 
sickness,  is  that  the  policy-holder  shall  promptly  notify 
the  company  of  any  sickness,  on  account  of  which  a  claim 
may  be  made,  and  insurance  companies  quite  generally 
insist  upon  a  more  literal  observance  of  this  rule  in  re- 
spect of  sickness  than  when  dealing  with  claims  under 
accident  policies,  because  the  opportunity  for  imposition 
is  greater,  and  is  moreover  increased  in  direct  propor- 
tion to  the  lapse  of  time  between  the  date  of  an  alleged 
sickness  and  the  time  at  which  it  is  reported  to  the  com- 
pany. It  is  the  usual  practice  of  insurance  companies  to 
respond  to  a  notice  of  illness  by  sending  the  policy-holder 
a  claim  blank  upon  which  he  makes  in  his  own  behalf  a 
detailed  statement  concerning  the  nature  of  his  illness, 
the  extent  to  which  he  has  been  prevented  from  following 
his  usual  occupation,  the  time  of  actual  confinement  to 
the  house,  and  the  period  covered  by  convalescence.  He 
is  also  requested  to  furnish  the  certificate  of  his  attending 
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physician,  because  it  is  one  of  the  conditions  of  the  sick- 
ness insurance  policy  that  indemnity  shall  only  be  paid 
for  the  period  covered  by  regular  medical  attendance, 
and  here  we  encounter  a  very  difficult  problem;  the  doc- 
tor has  no  personal  relation  with  nor  interest  in  the  in- 
surance company,  but  the  claimant  (his  patient)  is  one 
of  the  community  in  which  the  doctor  earns  his  income, 
and  human  nature  asserting  itself,  the  doctor  resolves  all 
doubts  in  favor  of  his  patient,  and  prepares  his  certificate 
accordingly.  The  writer  would  not  have  it  understood 
that  disregard  of  the  company's  interest  is  the  rule  in 
the  preparation  of  claim  blanks,  but  it  is  ia  evidence  ia 
a  considerable  number  of  the  claims  handled.  Some  com- 
panies endeavor  to  overcome  this  difficulty  by  employing 
a  physician  other  than  the  claimant's  attendant  to  make 
an  examination  and  report  respecting  the  nature  of  the 
sickness,  the  extent  and  duration  of  the  disability,  and 
the  probable  antecedent  physical  condition  of  the  claim- 
ant. But  here  again,  the  same  influences  are  to  some  ex- 
tent present ;  the  claimant  is  not  the  examiner 's  patient, 
but  the  examiner  may  nevertheless  regard  such  relation 
as  not  only  desirable  but  one  of  the  possibilities  of  the 
future;  the  claimant  may  become  a  regular  contributor 
to  the  doctor's  income,  while  the  insurance  company  pays 
him  a  single  fee  of  modest  proportions;  what  is  more  in 
accord  with  human  nature  than  that  the  examiner  will 
0.  K.  the  certificate  of  the  regular  medical  attendant  ? 

One  of  the  greatest  needs  of  sickness  insurance  as  a 
business,  is  a  corps  of  dependable  medical  examiners 
covering  the  territory  in  which  the  several  companies 
operate.  The  common  employment  of  such  examiners 
would,  perhaps,  bring  sufficient  compensation  to  make 
them  more  or  less  independent  of  local  support,  and 
would  result  in  a  considerable  saving  in  the  settlement  of 
claims. 

The  question  of  moral  hazard  looms  up  at  every  point 
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in  the  consideration  of  the  general  subject  of  sickness 
insurance.  We  have  seen  how  important  is  the  part 
which  it  plays  in  the  underwriter 's  work,  but  it  is  in  the 
work  of  the  claim  adjuster  that  the  cupidity  and  weakness 
of  a  large  percentage  of  those  who  pay  sickness  premiums 
are  most  potent,  and  it  is  therefore  the  duty  of  the  agent 
to  give  the  claim  department  of  his  company  his  moral 
and  material  support  in  the  handling  of  claims. 

It  is  the  common  practice  when  making  settlement  of 
a  claim  for  sickness  due  to  a  disease  of  recurring  charac- 
ter, or  a  disease  likely  to  leave  a  troublesome  sequel,  to 
insist  upon  the  elimination  of  liability  on  the  part  of  the 
company  for  sickness  resulting  directly  or  indirectly 
from  such  disease,  as  a  condition  precedent  to  the  con- 
tinuation of  the  insurance.  Some  companies  accomplish 
this  by  use  of  what  is  called  an  eliminating  draft  in  pay- 
ment of  the  claim ;  others  prepare  a  rider  or  indorsement 
and  attach  it  to  the  policy,  and  this  is,  doubtless,  the 
better  plan,  but  the  company  should  make  sure  that  it  is 
signed  by  the  policy-holder,  and  that  it  is  actually  at- 
tached to  the  policy.  Thus  the  scope  of  the  insurance 
may  in  course  of  time  be  considerably  narrowed  by  a  pro- 
cess of  elimination — something  that  could  not  be  done 
under  continuous  policies  having  no  cancellation  clause. 

Addendum 

Since  preparing  the  foregoing,  the  writer's  attention 
has  been  called  to  a  valuable  contribution  to  our  knowl- 
edge of  sickness  in  the  United  States,  made  by  Mr.  Fran- 
cis E.  Parks  of  Boston,  who  has  made  a  study  of  the  ex- 
perience of  The  Loyal  Protective  Association,  covering 
56,142  risks  drawn  from  the  ranks  of  a  fraternal  organ- 
ization and  involving  94,489  years  of  exposure.  Although 
the  actual  exposures  for  some  (attained)  ages  were  per- 
haps not  sufficient  to  eliminate  the  element  of  chance,  Mr. 
Parks  has  applied  such  reasonable  tests  to  ids  data  as 
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were  available  and  has  prepared  a  tentative  Net  Level 
Premium  Table  upon  a  3%  per  cent,  basis  beginning  with 
age  20  and  terminating  with  age  69. 

Quoting  from  his  table  the  net  premium  for  an  indem- 
nity of  $5  weekly  under  a  policy  terminating  at  age  70 
would  be,  at  20  years  at  time  of  insurance,  $2.85,  at  40 
years  $4.20  and  at  60  years  $8.30.  It  will  be  noted  that 
these  net  premiums  are  considerably  lower  than  those 
suggested  above  by  the  writer  as  a  result  of  his  personal 
study  of  miscellaneous  company  experience,  but  it  should 
be  remembered  that  fraternal  influence  and  method  of 
handling  claims  as  well  as  the  methods  employed  in 
selecting  the  risks  have  probably  introduced  factors  that 
are  not  at  the  command  of  casualty  insurance  companies 
doing  a  general  sickness  insurance  business — ^matters 
which  Mr.  Parks  appreciates  and  refers  to  in  his  mono- 
graph. 
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Chapter  XXXIX 

INDUSTEIAL  ACCIDENT  AND  HEALTH 
INSUEANCE 

By  Reinhold  E,  Koch 

The  study  of  an  industry,  science  or  profession  is  a 
study  of  growth  and  evolution,  and  in  order  to  perfect 
one's  knowledge  in  the  line  of  a  specific  inquiry,  the  steps 
in  such  growth  or  evolution  must  be  noted  and  their 
psychology  comprehended  and  imderstood.  This  is  par- 
ticularly true  in  reference  to  insurance  and  especially 
that  branch  of  the  business  coming  under  the  title  of  this 
chapter. 

The  basic  principle  underlying  all  insurance  is  to  dis- 
tribute the  burden  of  the  few  among  the  many,  so  that  the 
unfortunate,  if  they  are  provident,  may  share  in  the  suc- 
cess of  the  prosperous.  This  principle  is  particularly 
applicable  to  that  class  of  persons  who  by  reason  of  their 
situation  in  life,  their  environment,  education,  training 
and  occupation,  are  unable  to  provide  for  themselves 
against  misfortune,  and  the  idea  of  mutual  assistance, 
old  as  society  itself,  was  early  recognized,  and  generally 
practiced  by  the  guilds  of  the  Middle  Ages.  As  applied 
specifically  to  protection  against  casual  misfortune,  we 
find  it  first  practiced  among  the  Friendly  Societies  of 
England,  which  were  voluntary  organizations,  the  mem- 
bers contributing  either  a  fixed  rate,  or  by  assessment,  so 
that  those  members  who  should  be  disabled  were  protected 
to  the  extent  of  a  livelihood  from  the  fund  raised  by  the 
general  contribution.  The  first  illustration  of  this  prin- 
ciple in  the  United  States  is  found  in  the  fraternal 
societies,  which  have  prevailed  with  more  or  less  perman- 
ency since  the  middle  of  the  nineteenth  century.  The 
principles  of  protection  practiced  by  these  societies  were 
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not  and  are  not  now  scientific ;  and  that  accounts  for  the 
fact  that,  although  fraternal  organizations  continue  as  a 
whole,  many  subordinate  bodies  pass  out  of  existence,  as  it 
is  the  subordinate  bodies  which  bear  the  burden  of  protec- 
tion. The  bodies  spring  up  and  go  down  with  surprising 
regularity,  due  to  the  fact  that  they  have  not  accurately 
reckoned  the  risk  and  have  lost  sight  of  the  other  and 
perhaps  more  important  fact,  that  the  average  age  of  the 
member  increases  year  by  year,  and  that  it  is  mathe- 
matically impossible  by  the  addition  of  new  members  to 
keep  the  average  age  down. 

It  was  not  until  many  years  after  the  writing  of  general 
accident  and  health  insurance  was  in  practice  that  indus- 
trial accident  and  health  insurance  was  seriously  con- 
sidered by  underwriters,  and  consequently  this  is  the 
latest  plan  of  personal  insurance  which  has  attracted 
the  attention  of  underwriters. 

The  first  insurance  company  to  operate  as  an  industrial 
accident  and  health  company  was  organized  in  1891.  In 
that  year  the  plan  was  conceived  and  put  into  operation 
by  a  gentleman  who  had  given  some  attention  to  insur- 
ance, and  the  result  was  the  organization  of  two  com- 
panies to  conduct  this  class  of  business,  one  in  Michigan 
and  the  other  in  Minnesota.  The  popularity  of  the  plan 
was  soon  established  and  immediately  underwriters  who 
had  their  ear  to  the  ground  adopted  the  plan,  and  today 
there  are  more  than  one  hundred  companies  in  the  United 
States  engaged  either  exclusively  or  principally  in  the 
industrial  accident  and  health  insurance  business;  and 
this  does  not  take  into  account  the  many  so-called  fra- 
ternal and  beneficial  associations  in  the  various  states 
which  are  engaged  in  practically  the  same  kind  of  busi- 
ness, which,  from  their  anomalous  nature  are  not  under 
insurance  supervision,  and  consequently  accurate  statis- 
tics of  their  operations  are  not  obtainable. 

During  the  first  decade  of  this  line  of  insurance,  with 
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its  many  new  companies  springing  up  like  mushrooms, 
competition  became  very  keen,  and  manifested  itself 
principally  in  the  greed  for  business  at  whatever  expense 
to  its  competitors,  so  that  there  resulted  an  unfair  com- 
petition to  secure  the  services  of  agents,  it  being  the 
theory  that  an  agent  who  had  built  up  a  debit  could 
largely  control  the  transfer  of  that  business  to  any  com- 
pany with  whom  he  might  become  allied;  this  practice 
resulted  in  serious  injury  and  damage  to  all  companies. 
This  condition  soon  became  apparent,  and  it  was 
readily  seen  that  the  general  business  of  industrial  acci- 
dent and  health  insurance  would  not  be  benefited  by  its 
continuance,  but  on  the  other  hand,  would  be  seriously 
injured,  and  companies  engaged  therein  irreparably 
damaged. 

The  leading  underwriters  engaged  in  the  business 
recognized  the  situation,  and  realizing  that  some  steps 
should  be  taken  to  prevent  the  wholesale  slaughter  which 
was  going  on,  consulted  together,  and  on  October  21, 1901, 
just  ten  years  after  the  organization  of  the  first  company 
of  the  kind,  by  a  coincidence,  met  at  Detroit,  Michi- 
gan— the  state  in  which  the  original  idea  was  proposed — 
and  organized  the  Detroit  Conference. 

The  Detroit  Conference  is  an  organization  composed  of 
the  principal  companies  engaged  in  the  industrial  acci- 
dent and  health  business,  and  its  declared  objects  and 
purposes  are  "  To  promote  good- will  and  harmony 
between  companies,  to  devise  measures  for  the  protection 
of  their  common  interests  and  to  cultivate  the  spirit  of 
progress  in  the  study  of  health  and  accident  under- 
writing." Its  membership  now  consists  of  eighty-two 
companies,  which  control  ninety-five  per  cent,  of  this  kind 
of  business  in  the  United  States.  It  holds  meetings  at 
different  places,  at  least  twice  a  year,  which  meetings  are 
usually  well  attended,  and  methods  for  the  general 
improvement  of  the  business  are  freely  discussed.    The 
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organization  of  the  Detroit  Conference  and  the  good 
work  it  accomplished,  resulted  in  eliminating  the  evils  of 
the  business  which  existed  prior  to  1901,  and  has  almost 
entirely  eradicated  piratical  methods  of  securing  agents 
and  business,  until  "  twisting  "  is  now  practically  un- 
known. 

Notwithstanding  the  good  accomplished,  certain  lines 
of  competition  remained  open,  such  as  fanciful  provisions 
in  policy  contracts,  each  company  vying  with  the  others 
to  give  its  agents  some  "  talking  point  "  in  order  to 
secure  business.  The  result  of  this  was  the  issuing  of 
policies  too  liberal  in  their  general  effect  for  the  premium 
charged  but  which  contained  numerous  technicalities  and 
pitfaUs,  enabling  a  company  to  save,  by  a  strict  construc- 
tion of  their  policies,  that  which  they  appeared  to  offer 
in  securing  the  business.  The  result  of  this  was  many 
abuses  with  consequent  complaints  to  the  various  insur- 
ance departments,  and  at  the  end  of  the  second  decade 
of  the  business,  in  1911,  the  National  Convention  of  Insur- 
ance Commissioners,  by  a  committee,  investigated  the 
methods  employed  in  the  adjustment  of  claims,  this  being 
the  source  from  which  the  complaints  were  received.  In 
that  investigation  fifteen  of  the  principal  companies  were 
examined,  with  the  result  that  many  abuses  were  found 
to  exist.  These  were  denounced  by  the  commissioners 
who  in  some  instances  even  insisted  upon  the  dismissal  of 
the  managers  and  officials  who  had  been  responsible  for 
the  conditions  which  they  discovered. 

When  industrial  health  and  accident  insurance  first 
engaged  the  attention  of  underwriters,  there  were  no 
satisfactory  statistics  upon  which  to  base  their  calcula- 
tions as  to  the  cost  of  the  risk.  The  experience  of  the 
fraternal  associations  in  this  country  was  not  satisfactory 
or  sufficiently  scientific,  and  the  experience  of  the 
Friendly  Societies  of  England  was  but  little  more  so. 
The  best  statistics  that  were  compiled  were  the  so-called 
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Manchester  Unity  Tables,  but  these  were  soon  found 
inapplicable  to  the  conditions  existing  in  this  country. 
Consequently  the  first  policies  were  necessarily  crude  and 
incomplete. 

The  primary  object  of  this  sort  of  protection  was  and 
should  be,  to  provide  an  income  to  the  wage-earner  when 
his  wages  are  cut  off  by  unfortuitous  circumstances.  The 
principal  object  of  the  first  underwriters  seemed  to  be 
the  production  of  something  that  could  be  sold.  There- 
fore, in  order  to  furnish  a  marketable  commodity  they 
sought  to  issue  a  policy  at  a  popular  price  and  the  almost 
universal  price  was  $1.00  per  month.  The  attempt  was 
made  to  confine  the  benefits  promised  to  what  a  dollar 
would  pay  for,  but  lack  of  experience  made  it  practically 
impossible  to  determine  with  any  degree  of  accuracy  just 
what  could  be  promised  for  such  a  premium,  having  in 
mind  the  great  diversity  in  the  occupations  and  habits  of 
the  insured;  and  as  the  competition  increased,  greater 
and  more  fanciful  promises  were  made  until  the  policy 
became  more  of  a  literary  and  insurance  monstrosity  than 
the  product  of  scientific  underwriting.  As  one  company 
would  add  a  liberal  provision  to  its  policy,  the  other  com- 
panies would  try  to  outdo  it,  until  finally  the  policies 
were  so  prepared  that  it  would  require  a  mathematician 
to  determine  what,  if  anything,  a  policyholder  was  en- 
titled to  in  case  of  a  claim.  The  policy  would  provide  for 
a  certain  amount  of  indemnity  in  case  of  accident  or 
sickness,  then  in  some  hidden  clause  there  would  be  a 
provision  that  only  a  fraction  of  the  amount  promised 
would  be  payable  under  certain  conditions  and  a  different 
fraction  under  slightly  different  conditions,  and  so  on, 
until  a  study  of  the  policy  forms  in  general  led  one  into  a 
maze  from  which  he  was  only  able  to  extricate  himself 
by  giving  the  matter  up  in  disgust.  This  condition 
existed  until  within  a  very  few  years,  when  by  the  aid 
of  accumulated  experience,  the  disadvantage  and  unde- 
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sirability  of  these  added  curiosities  became  apparent  and 
it  was  soon  demonstrated  that  the  companies  must  pre- 
vent the  loss  which  a  liberal  construction  of  such  policies 
would  entail.  This  was  attempted  by  cutting  down  the 
claims  and  refusing  payment  on  the  slightest  technicality. 

None  of  the  companies,  however,  departed  from  certain 
basic  principles,  such  as  imposing  an  age  limit  within 
which  the  policies  would  be  issued  and  at  which  the 
policies  would  expire.  In  order  to  provide  against  the 
moral  risk,  the  policies  universally  reserved  the  right  to 
the  company  to  cancel,  without  prejudice  to  any  existing 
claim.  For  the  same  reason,  accident  policies  required 
the  injuries  to  be  suffered  by  external,  violent  and  acci- 
dental means,  and  in  case  of  sickness  required  that  the 
insured  should  be  confined  within  the  house  and  subject 
to  a  physician's  attendance;  the  policies  required  notices 
of  disability  within  periods  varying  from  five  to  twenty 
days ;  they  required  that  proofs  of  disablement  should  be 
furnished  within  a  specific  time;  they  reserved  the  right 
of  an  examination  of  the  insured  in  case  of  a  claim,  all  of 
which  provisions  were  found  to  be  reasonable  and  neces- 
sary. At  first  the  policies  provided  indemnity  in  case  of 
sickness  from  the  beginning,  but  later  this  was  found  to 
be  imsafe,  and  the  first  week  was  excluded,  unless  an 
extra  premium  therefor  were  paid. 

Within  the  last  few  years,  the  companies  have  become 
more  attached  to  the  original  purpose  of  this  insurance, 
viz. :  the  providing  of  an  income  in  case  of  disability,  and 
have  found  that  that  sort  of  protection  can  be  sold  with- 
out regard  to  a  "  popular  "  premium.  In  other  words, 
that  the  insured  is  willing  to  pay  what  it  is  reasonably 
worth  to  have  protection  against  loss  of  income,  even 
though  the  premium  be  more  than  the  so-called  popular 
premium  of  $1.00  per  month.  During  the  last  three  years, 
various  states  have  demanded  legislation  providing 
standard  provisions  for  accident  and  health  insurance 
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and  such  provisions  are  now  in  force  in  ten  states;  gen- 
erally speaking  these  laws  are  applicable  to  industrial  as 
well  as  to  commercial  policies.  These  provisions  are  that 
the  policy  and  its  endorsements  shall  constitute  the  entire 
contract  except  as  affected  by  tables  of  rates  and  classi- 
fications of  risks  filed  with  the  insurance  departments; 
that  no  statement  made  by  the  applicant  not  endorsed  on 
the  policy  shall  affect  it ;  that  notice  of  accident  may  be 
given  within  twenty  days,  and  of  sickness  within  ten  days, 
unless  such  notice  shall  be  shown  not  to  have  been  rea- 
sonably possible;  that  notice  either  to  the  home  office  or 
an  authorized  agent,  shall  be  sufficient;  that  the  accept- 
ance of  a  past  due  premium  shall  reinstate  the  policy 
immediately  as  to  accident,  and  after  ten  days  as  to 
sickness ;  that  in  case  of  a  change  of  occupation,  perman- 
ent or  temporary,  to  a  more  hazardous  one,  indemnities 
shall  be  paid  in  such  proportion  as  the  premium  in  such 
more  hazardous  occupation  would  purchase;  a  provision 
that  benefits  shall  be  paid  within  sixty  days  after  receipt 
of  proofs;  a  provision  that  the  policy  may  be  cancelled 
without  prejudice  to  claims  for  existing  disability;  and  a 
provision  requiring  proofs  not  less  than  ninety  days  from 
the  death  or  termination  of  disability. 

The  ideal  policy  of  industrial  accident  and  health  insur- 
ance is  one  which  in  plain  terms  provides  definite  benefits 
to  take  the  place  of  wages  or  income  in  ease  of  disability 
and  guarantees  a  decent  burial  in  case  of  death,  whether 
death  be  due  to  accidental  or  natural  causes.  Such  a 
policy  is  the  only  one  consistent  with  the  purpose  of  the 
business,  and  it  should  be  written  without  any  fancy  pro- 
visions. The  insured  should  know  that  when  he  is  actually 
and  honestly  disabled  he  will  have  an  income  so  long  as 
he  pays  his  premium,  and  the  indemnity  should  either  be 
reduced  to  conform  to  the  premium  paid  or  the  premium 
should  be  increased  so  as  to  provide  sufficient  indemnity 
under  such  a  plan.   Perhaps  the  only  departure  from  this 
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sort  of  policy,  or  the  only  improvement  thereon,  would 
be  a  policy  which  would  become  paid-up  at  the  end  of  a 
certain  period,  so  that  the  insured  would  have  protection 
for  disability  during  his  entire  life,  paid  for  during  his 
productive  years. 

As  previously  mentioned,  the  rate  originally  charged 
for  industrial  insurance  of  this  kind  was  uniformly  $1.00 
per  month,  and,  therefore,  the  science  of  the  business  was 
involved  in  the  classification  of  risks  or  occupations. 
Several  elements  enter  into  this  matter,  such  as  environ- 
ment, habits,  hazard  and  moral  risk  of  the  occupations, 
and  the  various  occupations  have  been  classified  into  as 
many  as  eight  classes,  and  the  rate  of  indemnity  provided 
in  the  policies  is  varied  in  each  class.  Generally  speak- 
ing, the  highest  class  consists  of  merchants,  professional 
men  and  those  employed  in  clerical  occupations.  The 
next  general  classification  consists  of  skilled  mechanics, 
after  which  comes  common  laborers,  and  finally  the  more 
hazardous  occupations,  such  as  persons  engaged  in  under- 
ground work,  railroad  employees,  electric  linemen,  etc. 
Some  occupations  have  been  held  to  be  entirely  iminsur- 
able.  The  classification  of  occupations  will  always  be 
the  primary  principle  of  this  business  as  that  is  really  the 
measure  of  the  risk,  but  the  premium  will  become  elastic 
and  is  fast  reaching  that  point,  so  that  although  the  same 
amount  of  money  will  not  purchase  the  same  amount  of 
indemnity  for  all  classes,  yet  within  the  limit  of  the  moral 
risk  all  classes  will  be  entitled  to  the  same  indemnity  by 
paying  a  proportionate  premium  therefor. 

From  what  has  been  said,  it  can  readily  be  seen  that 
the  industrial  accident  and  health  insurance  business, 
though  twenty  years  old,  is  still  in  its  infancy.  The  possi- 
bilities of  the  business  no  man  can  foresee,  but  that  it  is  to 
become  a  matter  of  vital  importance  in  our  social  and 
economic  life  is  shown  by  the  constant  agitation  of  work- 
men's   compensation    laws.      We    are    often    referred 


142  ACCIDENT  INSURANCE 

to  the  laws  on  this  subject  in  force  in  Germany.  The 
experience  of  the  German  government  compulsory  insur- 
ance system,  however,  has  not  been  satisfactory,  and  in 
this  country  where  politics  play  so  large  a  part  in  all 
government  activities  it  would  be  more  certain  of  unsatis- 
factory results  than  in  the  German  empire. 

The  true  solution  of  the  situation  lies  in  the  education 
of  the  individual  to  provide  for  himself  by  laying  up 
during  his  years  of  productive  energy  against  loss  of 
income,  and  when  companies  shall  have  finally  settled  the 
questions  which  are  still  open  and  shall  have  arrived  at  a 
basis  of  safe  and  sane  protection  so  that  the  individual 
may  feel  that  he  is  getting  an  honest  quid  pro  quo,  we 
will  have  advanced  the  interests  of  both  insurer  and 
insured  more  certainly  than  by  years  of  agitation  or  dem- 
agogic legislation.  This  is  the  special  field  for  the  indus- 
trial health  and  accident  companies  to  cultivate  and  as 
they  are  becoming  year  by  year  more  fully  imbued  with 
this  spirit,  it  is  only  a  question  of  time,  and  that  in  the 
opinion  of  the  writer,  a  very  short  time,  when  a  man  who 
is  an  underwriter  in  this  branch  of  insurance  activity  will 
be  looked  upon  not  only  as  a  sagacious  business  man,  but 
a  general  benefactor. 
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Chaptee  XL 

WOEKMEN'S  COLLECTIVE  INSURANCE 

By  Chaelbs  H.  Franklin 

Workmen's  collective  insurance  is  the  accident  insur- 
ance of  a  number  of  workmen  collectively  under  one  pol- 
icy, as  contrasted  with  the  individual  policy  for  each 
man.  In  other  words,  it  is  the  personal  accident  in- 
surance of  workmen  by  wholesale  instead  of  by  retail. 

"This  class  of  insurance  was  started  in  England  about 
the  yea,r  1882,  and  was  first  called  "  Joint  Insurance,"  as 
the  insurance  of  the  employer  for  his  employers '  liability 
and  the  insurance  of  the  workmen  was  issued  under  one 
policy,  and  therefore  the  employer  and  his  workmen  were 
' '  jointly  ' '  insured.  At  first  the  premium  was  calculated 
at  so  much  per  man  employed,  but  it  was  soon  discovered 
that  this  was  impossible  as  the  men  were  constantly 
changing.  Then  instead  of  having  the  names  of  all  the 
men  covered,  it  was  decided  to  charge  upon  the  number 
of  men  employed  but  it  was  found  that  this  system  would 
not  work  as  the  number  was  constantly  changing,  and  at 
last  a  premium  rate  on  the  wage  roll  was  adopted  and 
was  found  to  work  satisfactorily. 

In  the  United  States  the  workmen's  collective  insur- 
ance is  covered  under  a  separate  policy. 

The  benefits  under  this  class  of  insurance  are : 

(a)  In  the  event  of  death  within  ninety  days  from  the 
date  of  the  accident,  a  sum  equal  to,  but  not  exceeding  one 
year's  wages,  limited  to  $1,500. 

(b)  For  the  loss  of  two  limbs  or  two  eyes,  a  sum  equal 
to  the  amount  payable  under  the  policy  at  death. 

(c)  For  the  loss  of  one  limb,  a  sum  equal  to  one-third 
the  amount  payable  under  the  policy  at  death. 
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(d)  For  the  loss  of  one  eye,  a  sum  equal  to  one-eighth 
the  amount  payable  under  the  policy  at  death. 

(e)  In  the  event  of  temporary  total  disability,  a  sum 
equal  to  but  not  exceeding  one-half  the  weekly  wages  for 
a  period  not  exceeding  twenty-six  weeks,  such  sum  not  to 
exceed  $750  in  respect  to  any  one  person  injured  during 
the  policy  year. 

The  usual  rates  are  for  the  foregoing  benefits  only, 
covering  accidents  of  occupation  during  working  hours 
only. 

If  the  benefits  under  clauses  (a),  (&),  and  (c)  be  re- 
duced one-half,  the  rate  is  15  per  cent.  less. 

Workmen's  collective  policies  are  also  written  to  cover 
the  whole  twenty-four  hours,  i.  e.,  the  exposure*  of  the 
workman  to  accidents  while  away  from  work  as  well  as 
the  hazard  of  his  occupation.  The  additional  charge  for 
such  a  policy  is  15  per  cent. 

If  full  medical  attendance  is  desired,  30  per  cent,  of  the 
full  rates  is  added,  whether  the  death  benefit  is  one  year 's 
or  one-half  year 's  wages,  save  only  that  if  the  full  twenty- 
four  hours  are  covered,  37%  per  cent,  is  added. 

When  an  employers'  liability  and  a  workmen's  collec- 
tive policy  are  written  concurrently  on  the  same  risk,  and 
both  premiums  are  paid  fully  in  advance,  a  reduction  of 
10  per  cent,  may  be  made  on  the  employers '  liability  rate. 
On  any  workmen's  collective  policy  a  commission  of  5 
per  cent,  may  be  paid  to  the  employer  for  collecting  the 
premium. 

A  few  workmen's  collective  policies  have  been  issued 
without  a  concurrent  employers '  liability  policy,  but  as  a 
rule  the  two  are  issued  together,  and  it  has  been  found 
that  the  covering  of  the  men  under  the  workmen's  collec- 
tive policy  has  had  a  favorable  effect  upon  the  experience 
under  the  employers'  liability  policy. 

The  premium  is  based  upon  the  amount  of  the  wage 
roU  of  the  workmen  covered,  and  varies  from  1  per  cent. 
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upwards,  the  highest  rates  being  about  4  per  cent,  or  5 
per  cent.  In  some  instances  the  employer  pays  the  whole 
premium,  in  other  cases  the  employer  pays  a  certain  pro- 
portion, say  one-half,  and  the  workmen  pay  the  balance, 
a  certain  sum  being  deducted  from  their  wages  on  each 
pay  day.  Again,  in  other  cases  the  workmen  pay  the 
whole  of  the  premium  to  the  employer,  who  pays  it  to  the 
insurance  company. 

The  total  premium  income  on  this  class  of  business  is 
comparatively  small,  under  $1,000,000  a  year  all  told, 
whereas  the  liability  premium  income  amounted  to  nearly 
$30,000,000  for  the  year  1910. 

As  regards  the  extra  charge  for  full  medical  attend- 
ance, this  is  very  rarely  covered  as  the  employer  usually 
is  able  to  make  better  arrangements  with  a  doctor  direct 
than  an  insurance  company  can,  and,  moreover,  it  is  bet- 
ter that  it  should  be  so  as  doctors  are  far  more  reasonable 
in  their  charges  when  dealing  with  an  employer  directly 
than  when  they  know  an  insurance  company  is  behind  the 
employer  and  ultimately  pays  the  bill. 

The  question  of  doctor's  bills  is  a  serious  one  in  all 
lines  of  casualty  insurance,  as  the  very  erroneous  idea 
which  is  current  amongst  all  classes  and  conditions  of  the 
public  that  insurance  companies  are  fountains  of  untold 
wealth,  has  unfortunately  spread  to  doctors,  and  they  are 
not  slow  to  appreciate  and  approve  the  idea,  as  is  natural. 
Years  ago  a  doctor  would  accept  a  contract  to  attend  the 
workmen  at  a  certain  plant,  and  would  attend  to  them, 
and  the  contract  covered  practically  all  the  doctor's  at- 
tendance, unless  there  were  some  very  important  opera- 
tion which  one  could  not  reasonably  expect  the  doctor  to 
perform  without  assistance;  but  nowadays,  in  the  first 
place,  it  is  very  difficult  to  obtain  doctors  under  contracts. 
In  many  places  they  have  associations  which  bind  them 
not  to  accept  any  contract  of  this  description,  and  this 
feeling  amongst  doctors  against  accepting  work  under 
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contract  prevails  not  only  in  this  country  but  shows  itself 
strongly  in  England  and  Germany.  However,  assuming 
that  a  contract  has  been  arranged  with  a  doctor,  even 
then  it  is  perfectly  astonishing  what  a  large  number  of 
matters  apparently  come  outside  of  the  contract  and 
which,  so  far  as  my  experience  goes,  no  doctor  will  include 
in  his  contract.  These  are:  fees  for  specialists  of  all 
descriptions, — eye,  ear,  nose,  mouth,  throat,  heart,  etc.; 
fees  for  consulting  or  assisting  doctors  whenever  re- 
quired; x-ray  photographs;  ambulance  charges;  oper- 
ating room  charges ;  fees  for  nurses ;  and  charges  of  the 
hospital  for  nursing,  medicine,  and  board,  as  most  hos- 
pitals of  the  modern  type  render  a  bill  for  everything 
done,  having  naturally  acquired  the  same  wrong  idea  as 
the  doctors  on  this  subject. 

All  this  shows  that  the  question  of  medical  attendance 
is  a  most  serious  one  in  connection  with  workmen's  collec- 
tive business,  and  there  is  a  constant  tendency  to  in- 
creased cost  in  this  respect. 

Some  of  the  reasons  why  this  workmen's  collective 
insurance  has  not  assumed  greater  importance  are  not 
hard  to  find,  but  there  are  other  reasons  which  are  not  so 
plain  and  which  are  still  more  important.  The  insurance 
companies  have  not,  except  during  the  last  two  or  three 
years,  pushed  this  business,  and  in  those  cases  in  which 
employers  and  workmen  have  been  canvassed  to  take 
such  insurance  it  has  often  been  felt  that  the  premium 
rate  was  too  high,  particularly  in  comparison  with  the 
premiums  charged  by  friendly  societies  and  industrial 
insurance,  assessment  and  stock  companies.  However, 
in  adopting  this  view  both  employers  and  employees  do 
not  take  into  account,  as  a  rule,  the  difference  between 
the  policies.  A  workmen's  collective  policy  is  one  of  the 
broadest  contracts  offered  to  the  public,  whereas  many 
of  the  cheaper  forms  of  insurance  are  anything  but  broad. 

The  larger  proportion  of  the  workmen's  collective  in- 
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surance  now  in  force  is  carried  in  plants  in  whicli  they 
have  had  the  benefit  of  this  system  of  insurance  for  the 
past  ten  years  or  more.  It  is  in  such  plants  where  the 
workmen  have  realized  the  benefit  of  workmen's  collec- 
tive insurance  that  it  is  continued  without  trouble,  as  the 
new  workmen  joining  the  force  are  influenced  by  their 
comrades,  who,  having  already  worked  in  the  plant, 
know  and  appreciate  the  advantages  of  collective  insur- 
ance. However,  even  in  those  cases  it  is  practically  im- 
possible to  alter  the  policy  in  any  way,  even  if  it  were  to 
increase  the  benefits  paid  to  the  employees,  as,  ap- 
parently, the  workmen  look  with  very  grave  suspicion 
upon  the  slightest  alteration  in  anything  which  they  have 
known  in  the  past  and  which  has  worked  satisfactorily. 

Moreover,  if  a  policy  for  any  reason  is  once  dropped,  it 
is  almost  impossible  to  reinstate  it,  and  new  business  is 
exceedingly  difficult  to  obtain.  It  may  be  a  matter  for 
great  surprise  that  this  should  be  the  case,  but  there  is 
no  doubt  that  workmen's  collective  insurance  is  small  in 
volume,  that  new  business  is  practically  impossible  to 
obtain,  and  that  if  a  policy  is  once  lost,  that  insurance  is 
to  all  intents  and  purposes  lost  forever. 

To  show  how  difficult  it  is  to  obtain  new  collective 
insurance  of  workmen,  the  case  may  be  cited  of  one  com- 
pany which  drafted  a  policy  on  broad  lines  for  the  insur- 
ance of  sickness,  giving  half  wages  for  twenty-six  weeks 
in  case  of  disability.  The  policy  was  undoubtedly  highly 
advantageous  for  the  men  but  it  was  found  impossible  to 
write  the  business,  and  the  policy  was  withdrawn. 

Workmen's  collective  insurance  has  been  and  is,  with- 
out doubt,  of  very  great  advantage  to  workmen,  giving 
them,  on  the  occurrence  of  any  disability  arising  from 
accident,  half  wages  without  any  question  as  to  liability, 
the  half  wages  being  paid  automatically.  The  wonder  is 
that  there  is  not  a  workmen's  collective  policy  on  almost 
every  plant  in  the  United  States,  but  instead  of  being  the 


WORKMAN'S  COLLECTIVE  INSURANCE   149 

rule  it  is  the  exception.  The  reason  for  this  may  be 
summed  up  in  one  word,  "  Unions,"  and,  perhaps,  ac- 
cording to  their  point  of  view  they  may  be  right  in  their 
opposition  to  workmen's  collective  insurance.  Work- 
men's collective  insurance  makes  contented  workmen, 
and  perhaps  contentment  is  objected  to  as  being  funda- 
mentally opposed  to  progress.  Further,  many  unions 
have  insurance  funds  of  their  own,  and  it  is  only  natural 
for  the  union  leaders  to  expect  the  members  to  contribute 
to  those  funds  instead  of  to  workmen's  collective  insur- 
ance, particularly  as  it  increases  the  power  of  the  union 
over  the  workmen.  Workmen's  collective  insurance  tends 
to  make  the  workmen  independent. 

As  an  instance  of  how  far  the  opposition  to  workmen's 
collective  insurance  will  go,  a  case  may  be  cited  in  which  a 
workmen's  collective  insurance  had  been  arranged,  one- 
half  the  premium  to  be  paid  by  the  employer  and  one-half 
by  the  employees.  The  day  before  the  policy  was  to  go 
into  force  a  strike  was  threatened  if  this  scheme  of  insur- 
ance was  not  abandoned,  and  of  course  it  was  abandoned. 

There  may  be  another  reason  why  the  unions  object  to 
workmen's  collective  insurance,  namely,  that  only  half 
wages  are  paid,  and,  apparently,  from  the  position  taken 
by  them  in  New  York  under  the  Workmen's  Compensa- 
tion Act,  they  will  not  be  satisfied  with  anything  less  than 
full  wages  in  case  of  disability  from  accident. 

If  the  idea  of  workmen's  compensation  is  found  to  be 
constitutional  and  becomes  law  in  many  of  the  states, 
then  the  workmen's  collective  insurance  will  naturally 
terminate.  This  is  so  because  it  does  not  appeal  to  insur- 
ance men  as  being  fundamentally  correct  to  insure  for  the 
full  amount  of  wages  during  disability  by  accident,  and 
if  an  injured  man  received  at  least  half  his  usual  wages 
under  a  Workmen's  Compensation  Act  and  received  half 
wages  under  a  workmen's  collective  policy,  he  would  be 
receiving  at  least  his  full  wages.  If  in  addition  he  carried 
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an  industrial  accident  and  health  policy,  or  was  insured 
with  some  fraternal  society,  he  would  be  receiving  more 
money  while  he  was  away  from  work  than  while  he 
worked,  and  such  a  condition  of  affairs  would  manifestly 
be  very  difficult  to  handle. 

Workmen's  collective  insurance  is  one  of  the  best 
classes  of  accident  insurance  offered  to  the  public,  and  it 
is  a  matter  of  great  regret  that  it  is  not  more  popular. 
It  is  of  advantage  to  the  workman  by  giving  him  money 
just  when  he  needs  it,  and  it  is  of  advantage  to  the  em- 
ployer by  giving  him  a  contented  force  of  workmen ;  and 
it  may  be  said  generally  that  where  workmen's  collective 
insurance  has  been  carried,  strikes  have  been  less  fre- 
quent and  there  is  better  feeling  among  the  men. 
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ACCIDENT  PEEVENTION 

By  William  H.  Tolman 

Whatever  tends  to  maintain  the  wage-earning  effi- 
ciency of  the  worker  and  the  health  of  the  general  public, 
I  shall  consider  to  be  a  safety  device.  In  this  sense  some 
are  of  wide  application,  while  others  concern  a  narrow 
group,  but  all  form  a  distinct  part  of  an  effort  making  for 
greater  safety  for  the  community — a  community  which 
does  not,  it  is  true,  labor  continuously  in  factory,  mill  or 
shop,  but  one  which  must  always  come  and  go  from  its 
work  and  its  pleasure,  and  which  in  so  doing  is  subjected 
to  many  dangers.  Particularly  is  this  true  in  the  city, 
which  is  teeming  with  potential  accidents- — not  only  to 
those  who  ride  but  to  the  pedestrian  as  well,  who  may  be 
crushed  from  above,  crippled  by  obstructions  in  his  way, 
or  hurled  into  excavations. 

The  general  public  is  as  a  rule  left  to  its  own  devices 
as  far  as  its  personal  safety  is  concerned,  and  the  busy 
city  person,  in  his  occasional  moods  of  contemplation, 
must  sometimes  wonder  what  he  should  do  if  he  were 
overtaken  on  the  street  by  a  stroke  of  illness  or  an  acci- 
dent. Would  he  be  at  the  tender  mercy  of  the  passer-by, 
how  long  would  it  take  to  get  a  doctor,  and  could  he  have 
skilled  attendance? — the  skilled  attendance  which  would 
be  at  his  service  were  he  similarly  overcome  in  some  of 
the  old  world  cities. 

For  example,  should  our  contemplative  American  be  in 
that  cosmopolitan  capital,  Berlin,  he  would  very  soon  dis- 
cover a  provision  of  accident  stations,  as  they  are  called, 
located  in  ordinary  rented  rooms,  on  the  ground  floors 
and  opening  on  the  street.  They  are  usually  distin- 
guished at  night  by  a  transparent  glass  lantern  bearing 
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the  sign  of  the  Red  Cross.  The  addresses  of  these  sta- 
tions are  also  to  be  found  on  the  advertising  pillars  or 
kiosques,  scattered  throughout  the  city. 

The  staff  consists  of  a  physician  and  an  assistant,  do- 
ing service  in  turn.  The  stations  are  furnished  with 
necessary  first  aid  equipment,  stretchers,  ambulance 
wagons,  and  all  necessary  supplies.  They  undertake  the 
ordering  of  ambulances  from  headquarters  and  making 
inquiries  at  the  various  hospitals,  for  vacant  beds. 

These  stations  render  assistance  to  the  rich  and  poor 
alike,  at  any  time  of  day  or  night.  The  poor  receive  help 
free  of  charge,  but  others  able  to  make  remuneration  for 
the  services  given,  are  expected  to  do  so.  Persons  in  an 
unconscious  state,  the  intoxicated  and  maniacs  are  looked 
after  until  they  can  be  removed  to  suitable  places.  The 
stations  can  be  easily  turned  into  relief  centres  in  case  of 
an  epidemic,  where  sickness  can  be  more  successfully 
combated.  They  would  also  be  very  useful  in  time  of 
war. 

At  first  they  were  principally  useful  as  bureaus  of 
information,  where  the  address  of  available  physicians 
and  surgeons  could  be  obtained.  Now,  however,  nearly  all 
of  them  are  connected  with  the  Eed  Cross  Accident  Sta- 
tions, so  that  the  rooms  occupied  by  the  latter  organiza- 
tions during  the  day,  are  used  at  night  by  the  Berlin 
Sanitary  Stations. 

The  first  of  these  was  founded  at  the  suggestion  of  Her 
Majesty,  Empress  Augusta,  in  1871.  Their  present  object, 
under  the  patronage  of  Her  Majesty,  the  Empress,  is  to 
render  medical  aid  at  any  time  of  the  night  to  persons 
who  are  in  need  of  such  assistance.  There  are  now  four- 
teen sanitary  stations  throughout  the  city. 

At  present,  the  funds  to  maintain  them  are  gathered 
from  various  resources.  The  fees  from  members  of  the 
society  and  the  fees  for  attendance  and  relief  are  aug- 
mented by  collections  from  house  to  house,  free  uonations, 
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and  profits  from  charity  bazaars  and  similar  entertain- 
ments, as  well  as  district  subsidies.  The  cost  of  main- 
taining one  of  these  stations  is  from  $1,250  to  $1,500  an- 
nually. 

Closely  connected  with  the  accident  stations  is  the  am- 
bulance headquarters  of  the  Society  for  the  First  Aid 
founded  in  Berlin  in  1904,  for  the  purpose  of  improving 
the  means  of  rescue  and  relief  in  cases  of  accident  and 
sickness.  The  ambulance  section  came  a  year  later.  At 
present,  there  are  the  main  depot  and  two  branches,  with 
twenty  ambulance  wagons,  three  salon  wagons,  two  salon 
wagons  for  children  and  a  motor  car,  besides  thirty 
horses  always  ready  and  available  for  the  transportation 
of  patients. 

The  main  depot  has  telephonic  connection  with  the 
others,  the  office  of  the  chief  of  police,  and  the  various 
city  hospitals  in  order  to  facilitate  the  finding  of  vacant 
beds.  Each  depot  has  its  own  disinfecting  apparatus, 
bathrooms,  inspectors'  apartments,  general  offices  and 
stables. 

The  disinfecting  wagons,  stretchers  and  other  parts  of 
the  equipment  every  time  after  use,  are  thoroughly  dis- 
infected in  special  premises,  consisting  of  the  disinfecting 
and  the  heating  room  known  respectively,  as  the  "  im- 
pure "  and  the  "  clean  "  room.  Between  these  rooms  is 
the  special  steam  apparatus  for  disinfecting,  and  the 
boiler  for  washing  linen,  so  arranged  that  the  infectious 
articles  put  into  the  apparatus  from  the  "  impure  "  side, 
are  taken  out  clean  and  disinfected  on  the  other  side.  All 
persons  who  have  been  engaged  in  the  work  of  disinfec- 
tion, as  well  as  the  coachman  and  assistants  who  have 
handled  patients,  are  obliged  to  take  a  special  shower 
bath.  Those  members  of  the  staff  employed  in  the  "  im- 
pure "  and  the  "  clean  "  sections  are  allowed  to  com- 
municate with  each  other  only  by  telephone. 

The  ambulance  wagons  have  been  constructed  with 
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smooth  and  rounded  corners  on  the  interior ;  windows  in 
the  sides  are  made  fast  and  where  the  panes  of  glass  are 
set  in  the  frames  have  been  chamfered;  ventilation  is 
obtained  through  removable  windows  in  the  front;  white 
enamel  is  everywhere.  The  wagons  are  scrubbed  and 
brushed  most  thoroughly  with  hot  antiseptic  solutions 
after  which  they  are  rinsed  with  fresh  water  and  dried 
with  clean  towels.  The  time  required  for  disinfecting  a 
wagon  after  use  is  twenty  minutes.  The  linen,  towels  and 
clothing  of  the  assistants  are  disinfected  each  time  ui 
the  sterilizing  apparatus  already  described. 

With  the  increasing  attention  given  to  preventive 
methods  by  the  doctors  of  the  present — particularly  as 
they  affect  the  health  of  children — hygienists,  teachers 
and  the  medical  profession  will  be  attracted  by  any 
method  for  preventing  the  insidious  advance  of  disease 
or  other  disabling  conditions,  which  take  away  the  wage- 
earning  capacity  of  the  laborer  or  threaten  the  general 
health  of  the  community  through  communicability.  A 
very  practical  and  inexpensive  device  for  public  safety, 
is  the  open-air  school,  which  the  writer  studied  in  Char- 
lottenburg,  a  suburb  of  Berlin.  This  is  a  forest  school  in 
the  open,  for  the  physical  as  well  as  mental  benefit  of  the 
pupils,  who,  on  account  of  insufficient  vitality,  constitu- 
tional diseases  and  tubercular  tendencies,  are  unable  to 
hold  their  own  in  the  regular  public  schools  with  their 
large  classes  and  many  hours  of  school  work.  The  forest 
school  is  intended  to  improve  the  health  of  these  children 
by  giving  them  eight  months'  school  work  in  the  forest 
air,  simple  but  nourishing  food,  regular  care  of  the  body 
and  the  teeth,  with  plenty  of  play  and  rest. 

The  forest  school  is  controlled  by  the  school  board  of 
Charlottenburg.  Food  and  household  administration  are 
supplied  the  children  at  actual  cost  price,  by  the  Women's 
Patriotic  League  which  has  also  provided  the  household 
barracks  free  of  expense.    The  housekeeper,  a  Sister  of 
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Mercy,  looks  after  the  bathing  and  weighing  of  the  chil- 
dren. A  regular  physician  is  attached  to  the  school,  also 
the  necessary  staff  of  teachers.  The  children  are  selected 
from  the  public  schools  by  their  class  teacher  and  prin- 
cipal and  recommended  to  the  board  of  education,  but  the 
physician  of  the  forest  school  decides  whether  or  not  they 
shaU  be  received. 

Beyond  doubt,  one  of  the  most  important  safety  de- 
vices which  will  protect  the  public  from  the  impairment 
of  health  and  efficiency,  is  a  street  cleaning  department, 
which  is  more  than  a  name.  The  writer  feels  strongly 
on  this  subject ;  for  in  the  city  where  he  lives,  he  is  obliged 
to  take  a  street  car  from  his  home  to  the  subway,  in  order 
to  escape  the  flying  dust  from  the  street,  saturated  with 
filth  and  disease  germs.  In  the  matter  of  street  cleaning, 
Germany  is  fast  deserving  the  encomium  of  the  "  Pre- 
pared Nation."  Nothing  is  left  to  chance,  but  after  care- 
ful deliberation,  well  matured  plans  are  set  in  motion.  In 
the  matter  of  public  health,  the  German  cities  consider 
that  the  cleaning  of  the  streets  is  of  prime  importance. 
The  street  cleaning  department  is  virtually  a  sanitary 
army,  waging  daily  war  against  the  filth  and  dirt  of  high- 
way, street  and  alley.  The  streets  are  literally  washed 
and  scrubbed.  ' '  I  wish  we  could  have  a  three  days '  rain, ' ' 
remarked  a  Brooklyn  woman  in  my  hearing.  "  Why?  " 
was  asked.    "  Then  our  streets  would  be  clean!  " 

The  headquarters  of  Berlin's  army  of  sanitation  is 
at  68  Kloster  Strasse,  with  four  sub-stations  and  thirty- 
three  inspection  depots.  The  divisions  of  the  army  in- 
clude 105  foremen,  1,400  workmen  and  529  apprentices; 
there  are  sweeping  and  washing  machines,  driven  by 
electricity  and  by  hand ;  automobile  water-carts,  in  addi- 
tion to  the  more  plebeian  equipment  of  brooms,  shovels 
and  spades.  The  asphalt  and  wood  pavements  are 
cleaned  by  sweeping  and  washing  machines  with  rubber 
rollers.   Machine  and  hand  work  is  employed  on  the  stone 
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pavements;  sprinkling  of  streets  is  generous.  The 
asphalted  streets  are  sprinkled  during  the  day  with  water 
to  which  a  certain  oil  has  been  added. 

To  promote  the  safety  and  health  of  their  workmen,  the 
Association  of  French  Employers  to  Prevent  Industrial 
Accidents  was  organized  in  1883  in  Paris,  where  its  first 
activities  centered,  but  its  action  was  so  beneficial  that 
to-day  it  has  sections  in  every  department  of  France.  The 
association  has  its  own  inspectors  for  the  examination  of 
the  members '  plants  and,  in  consultation  with  employers, 
suggests  such  measures  of  safety,  as  can  be  applied  with 
the  least  inconvenience  to  the  work  in  hand,  and  the  least 
expense.  These  inspectors  are  safety  engineers.  Mem- 
bership fees  in  the  society  are  based  on  the  number  of 
workmen  employed  in  an  individual  mill  or  factory. 

The  object  of  the  association  is,  first,  a  prevention  of 
accidents  in  the  use  of  machines,  in  physical  or  chemical 
operations,  and  in  the  various  shops  where  structural 
work  is  done.  Second,  seeking  the  most  effective  means 
of  tabulating  for  instant  reference  the  successful  exper- 
ience of  the  members  and  placing  it  at  the  disposal  of 
others,  such  as  the  periodical  inspection  of  their  factories 
and  workshops ;  communicating  efficient  methods  of  pro- 
tecting the  workmen,  by  indicating  the  best  rules  for 
their  regulation  and  by  publications  concerning  the  law 
and  its  operation  on  industrial  matters.  Third,  to  recom- 
pense by  prizes  or  other  awards,  those  who,  by  the  inven- 
tion of  appliances,  by  any  new  process  or  by  the  practical 
application  of  any  device  in  their  own  factory,  have  con- 
tributed to  the  lessening  of  accidents  and  the  best  sanita- 
tion of  their  factories  and  workshops. 

The  chief  advantages  of  membership  are  found  in  the 
reducing  of  industrial  accidents  by  some  40  per  cent., 
promoting  the  security  of  the  workers  and  the  tranquility 
of  the  proprietor ;  the  creation  in  favor  of  the  employer, 
of  presumptive  evidence  that  his  caution  and  foresight 
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will  tend  to  a  more  favorable  consideration  of  the  acci- 
dent case  when  brought  into  court ;  a  progressive  lowering 
of  accident  insurance  premiums,  resulting  from  the 
lessened  risk  of  accidents.  Many  of  its  pamphlets  on 
special  trades  have  passed  through  several  editions.  Fre- 
quent circulars  inform  the  members  of  the  text  of  the  new 
laws  with  observations  and  the  conclusions  of  the  legal 
committee  on  the  law  in  question.  It  also  furnishes  to  its 
members  posters  for  use  in  work  rooms,  regarding  the 
use  of  dangerous  machinery,  with  precautionary  meas- 
ures. 

Along  very  similar  lines  in  1894  the  Association  of 
Italian  Employers  for  the  Prevention  of  Industrial  Acci- 
dents was  organized.  Its  scope  is  far  reaching,  including 
for  its  object  the  study  of  questions  relating  to  the 
security  of  workmen  during  their  labor ;  encouraging  and 
devising  solutions  of  labor  questions  and  preventing 
avoidable  accidents  by  means  of  periodical  inspection  of 
factories  and  workshops;  technical  devices  indicating 
the  most  approved  methods  for  safeguarding  the  life  and 
limb  of  the  workers;  communications  of  special  regula- 
tions in  each  branch  of  industry ;  publications  on  the  sub- 
ject of  prevention;  collections  of  designs  and  appliances 
to  be  placed  at  the  disposal  of  the  members;  encourage- 
ment in  every  form  for  developing  a  sentiment  leading  to 
every  possible  safeguard,  and  also  the  designing  of  new 
apparatus. 

Once  each  year,  and  as  often  as  may  be  necessary,  the 
members  of  the  association  are  visited  by  the  inspectors. 
A  detailed  report  is  made  after  each  inspection  and  sent, 
signed  by  the  engineer-in-chief,  to  the  interested  firm. 
Each  of  these  reports,  which  summarize  the  suggestions 
and  advice  for  improving  the  conditions  of  the  employed 
and  the  security  of  the  establishment,  is  then  indexed  and 
so  numbered  that  only  the  chief  inspector  knows  to  which 
establishment  reference  is  made.    A  copy  of  the  report  is 
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kept  in  the  archives  of  the  association  and  they  are  almost 
always  accompanied  by  the  designs  of  the  appliances 
■which  are  suggested. 

Considered  in  the  light  of  efficiency  promotion,  alco- 
holism can  hardly  be  denominated  a  safety  device.  Its 
excessive  use  by  the  worker  is  a  grave  menace  to  his  shop 
mates  and  to  the  community  as  well. 

Alcoholism  strikes  at  the  workman  in  his  professional 
capacity.  It  renders  him  less  active  and  less  skillful;  it 
leads  to  and  increases  laxity  and  bad  work ;  it  is  a  prolific 
cause  of  accidents  in  labor,  increasing  not  only  their  fre- 
quency but  the  gravity  of  their  results. 

Machinery  of  to-day  exacts  from  the  workman  his  con- 
tinual attention,  a  watchfulness  keen  and  sure,  an  ability 
that  calls  into  play  all  his  faculties.  It  is  necessary  that 
he  should  enter  upon  his  work  with  a  clear  mind,  and  a 
mastery  of  himself  that  he  can  never  have,  if  addicted  to 
the  use  of  strong  liquors.  It  is,  therefore,  to  the  interest 
of  both  the  chief  of  the  industry  and  the  workman  to  fight 
with  all  their  might  against  their  redoubtable  enemy. 
The  chief  reasons  for  industrial  sobriety  are  to  prevent 
accidents  and  to  assure  a  higher  grade  of  work  and 
stricter  economy. 

The  saloon's  attraction  for  the  ignorant  workman,  fa- 
tigued by  his  day's  labor  is  perhaps  the  most  powerful. 
He  is  little  prepared  to  care  for  intellectual  pleasures, 
and  if  he  were,  they  frequently  cost  him  more  than  he  can 
afford.  The  saloon  offers  him  a  great  deal  for  a  small 
amount  of  money,  giving  him  some  moments  of  comfort, 
happiness  and  even  gayety,  that  make  the  world  appear 
a  little  less  unfriendly  to  him. 

The  French  industrialists  have  come  to  realize  this  and 
are  eliminating  its  evils  by  substitution  or  preventive 
measures  varied  to  suit  local  conditions.  One  method  is 
acquainting  the  workman  with  the  danger  of  the  habitual 
consumption  of  liquor,  and  special  instruction  so  that  he 
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may  realize  the  gravity  of  its  danger.  Tlie  counsel  is 
given  frequently  by  the  heads  of  the  factory,  consisting 
of  sound  advice  perhaps  illustrated  by  pictures  of  physi- 
ological disorders  that  have  resulted  from  the  use  of 
alcohol  and  scenes  of  misery  in  the  homes  touched  by  this 
evil. 

The  mention  of  Eussia  does  not  evoke  a  mental  picture 
of  a  country  striving  to  lessen  the  consumption  of  alcohol, 
yet  such  is  the  case. 

Temperance  committees  form  a  large  part  of  the  great 
reform  undertaken  by  Eussia  for  lessening  the  abuse  of 
drink.  A  monopoly  of  alcohol  regulated  the  sale  of  in- 
toxicating liquors,  but,  while  frequently  eliminating  the 
old  saloon,  it  suppressed,  at  the  same  time,  the  only  place 
for  social  intercourse  that  existed  in  a  village.  It  was 
necessary,  then,  to  fill  up  this  gap ;  and  this  necessitated 
the  creation  of  a  series  of  institutions  which  could  pro- 
vide instruction  and  pleasure  for  the  people,  in  diverting 
their  thoughts  from  the  saloon.  Temperance  committees, 
therefore,  have  for  their  objects ; — to  watch  over  the  sale 
of  alcoholic  liquors  in  order  that  they  may  conform  to 
regulations  for  the  health  and  morality  of  the  population ; 
to  instruct  the  people  in  a  knowledge  of  the  danger  from 
excess  in  the  use  of  spirituous  liquors ;  to  furnish  oppor- 
tunities for  social  pleasure  away  from  the  saloons  by 
the  building  of  social  centres,  floating  restaurants,  tea- 
houses, lecture  halls ;  and  the  organizing  of  popular  fes- 
tivals and  lectures,  and  establishing  houses  of  retreat  for 
drunkards.  The  committees  may  also  lend  their  assist- 
ance to  private  societies  of  the  same  nature.  These  com- 
mittees have  materially  lessened  the  consumption  of 
alcohol,  and,  to  that  extent,  contributed  to  the  safety  of 
the  community. 

To  advise  concerning  the  creation  of  organizations 
which  tend  to  improve  the  conditions  of  the  wage-earners, 
is  the  object  of  the  Central  Bureau  of  Advice  in  Amster- 
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dam,  now  in  its  eleventh  year.  The  committee  on  mills 
and  factories  is  the  main  factor  for  inculcating  ideas  of 
safety  and  caution.  Notable  work  is  being  done  by  the 
bureau  in  its  practical  suggestions  along  lines  of  im- 
proved housing  for  the  workmen. 

By  invitation  of  the  late  Georges  Picot,  the  writer 
attended  one  of  the  annual  labor  festivals  in  Paris.  The 
setting  was  the  great  hall  of  the  Civil  Engineers ;  on  the 
platform  were  distinguished  officials  of  the  government 
and  the  61ite  of  the  industrialists.  The  president  of  the 
republic  was  personally  represented.  Parents,  relatives, 
and  friends  crowded  the  hall.  The  object  of  the  society 
which  gave  the  festival  is  the  improvement  of  the  condi- 
tions of  the  child  workers  and  apprentices,  by  all  means 
that  protect  the  freedom  of  the  employer  and  the  author- 
ity of  the  father  of  the  family.  Through  diplomas, 
special  mention,  awards,  medals  of  gold,  silver  and 
bronze,  those  deserving  this  distinction  are  publicly 
recompensed  at  these  annual  labor  festivals  when  the 
eyes  of  France  are  on  the  beneficiaries. 

One  series  of  awards  included  industrialists  solicitous 
for  the  moral  and  material  well-being  of  their  apprentices 
and  young  workers,  in  the  form  of  betterment  schemes 
to  secure  safety  and  the  best  sanitation  in  the  factories 
and  workshops,  with  general,  as  well  as  special  instruc- 
tion, and  watchfulness  for  the  morals  of  the  workers. 

The  presiding  officer  called  the  name  of  Monsieur 
Laine,  an  associate  in  the  firm  of  Ed.  Laine  &  Co.,  of 
Beauvais;  he  was  particularly  interested  in  the  Mutual 
Aid  Society  in  the  factory,  which  he  started  in  1892,  and 
has  also  installed  a  medical  service;  simple  talks  on 
hygiene,  first  aid  to  the  injured,  and  the  purchase  and 
preparation  of  the  most  nutritious  foodstuffs  are  given 
to  their  employees.  A  restaurant  in  the  factory,  and  a 
co-operative  society  are  among  his  other  foundations. 
This  firm  makes  special  grants  to  the  Society  for  Im- 
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proved  Dwellings,  so  that  the  workmen  may  have  an 
opportmiity  to  bring  up  their  children  under  the  best 
conditions.  For  his  active  interest  in  these  betterment 
institutions,  Monsieur  Laine  was  honored  by  the  silver 
medal  of  the  society. 

Foremen  and  forewomen  showing  a  high  degree  of  in- 
telligence and  devotion  towards  the  children  entrusted  to 
their  care,  received  altogether  some  seventy-five  awards. 
A  gold  medal  was  given  to  Monsieur  Douselance,  who  had 
completed  forty-two  years  of  service  with  the  same  firm, 
to  which  he  had  come  as  an  apprentice  and  workman ;  he 
was  honored  on  account  of  his  kindly  personal  interest 
in  the  workers  under  him. 

An  important  class  of  awards  concerned  apprentices 
nominated  by  their  employers,  societies,  professional 
schools  and  local  commissions  for  their  ability  and  good 
conduct.  The  prizes  in  their  class  were  credits  in  saving 
banks  of  $2  to  $3  each.  ' '  Mile.  Fremaux,  apprenticed  for 
the  third  year  with  a  firm  of  spinners  of  wool  and  cotton, 
followed  with  profit  sewing  lessons  given  in  the  estab- 
lishment, is  making  good  progress  and  will  become  one 
of  the  best  work  women.  She  is  the  eldest  of  five  children 
and  helps  in  the  support  of  her  parents  with  filial  devo- 
tion.   Award  of  a  credit  of  $3  in  the  Fund  for  Savings. ' ' 

"  MM.  Boas,  Boderiques  &  Co.  make  use  of  the  most 
improved  safety  devices;  they  never  install  a  new  ma- 
chine without  being  sure  that  they  have  safeguarded 
every  point  of  danger.  This  firm  is  characterized  by 
great  solicitude  for  the  welfare  of  the  women  workers 
and  apprentices. ' '    Their  award  was  a  gold  medal. 

A  gold  medal  was  given  to  Dr.  Detourbe,  the  inventor 
of  spectacles  and  respiratory  mask  to  protect  the  worker 
from  breathing  noxious  dust ;  he  earnestly  devotes  him- 
self to  the  study  of  safety  devices  from  the  point  of  view 
of  sanitation. 

In  America  safety  and  caution  are  not  popular.  "  Why 
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should  I  be  careful?  I  have  never  been  hurt  yet,"  says 
the  man  whose  experience  should  make  him  respect  the 
potential  danger  of  machines  and  processes,  yet  he  may 
be  the  very  one  to  be  the  next  victim  of  his  own  bravado 
and  folly.  He  may  be  indifferent  to  his  own  safety,  but 
he  has  no  right  through  this  carelessness  and  indifference 
to  deprive  the  family  of  his  support  in  case  of  his  dis- 
ablement, nor  at  the  same  time  to  imperil  his  fellow  work- 
men who  may  be  affected  by  the  accident. 

Another  class  is  the  green,  unskilled  worker  who  enters 
upon  his  industrial  life  without  a  knowledge  of  the  perils 
and  risks  he  is  to  encounter.  Both  these  classes  should 
be  ' '  shown ; ' '  they  need  to  see  the  wheels  and  cogs  actu- 
ally revolve,  so  that  the  danger  may  be  visualized;  then 
is  borne  in  upon  them,  the  necessity  for  caution  and 
safety.  But  where  shall  they  go  for  such  a  practical 
demonstration;  the  employer  cannot  do  it  for  the  com- 
munity, he  may  not  do  it  even  for  his  own  people.  It  is 
again  the  case  of  what  is  everybody's  business  is  nobody's 
business. 

To  do  all  this  and  more  too,  the  last  decade  has  seen 
the  establishment  of  Museums  of  Safety,  where,  em- 
ployers, workmen  and  the  public  may  go  to  learn  in  actual 
operation,  or  by  means  of  models,  the  simplest  and  best 
methods  of  protecting  the  dangerous  parts  of  machines 
or  processes,  so  as  to  safeguard  the  lives  and  limbs  of  the 
workmen.  The  fourteenth  such  world  institution  and  the 
first  in  America  has  been  opened  ia  the  Engineering  So- 
cieties' Building,  29  West  39th  Street,  New  York  City. 

While  the  museum  is  primarily  for  the  education  of 
the  employer  and  the  employee,  in  pointing  out  to  the 
former  what  safety  devices  he  should  install,  and  show- 
ing the  latter  how  to  use  them  when  provided,  there  is 
another  important  function  in  the  inculcation  of  safety 
and  caution  upon  the  community.  Impairment  of  the 
wage-earning  efficiency  of  the  individual  entails  a  social 
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obligation  throngli  the  provision  and  maintenance  of  the 
hospital,  with  its  first  aid,  ambulance  and  other  service-, 
the  children  of  the  injured  man  may  be  compelled  to  leave 
school  for  work;  charity  must  intervene  to  provide  for 
the  relief  of  dependent  relatives.  All  this  means  an  iu- 
creased  burden  on  the  municipal  departments  of  charity, 
health  and  police. 

The  object,  therefore,  of  the  American  Museum  of 
Safety  is  the  realization  of  the  highest  idea  of  conserva- 
tion, namely,  the  conservation  of  human  life.  The 
museum  is  a  clearing  house  for  every  worthy  device, 
every  worthy  thought  for  safety  and  a  stimulus  for  iaven- 
tions  of  new  safety  devices.  Its  estimated  result  is  a 
saving  of  50  per  cent,  of  preventable  industrial  accidents 
through  its  permanent  exposition  of  safety  appliances  for 
protecting  machines  and  dangerous  processes  in  connec- 
tion with — 

Motors:  Systems  of  transmission,  machines  in  opera- 
tion. 

Elevators:    Hoists,  cranes,  derricks. 

Steam  boilers :    Fittings,  cooking  apparatus. 

Explosives:    Powder,  dynamite,  etc. 

Fire :    Burns  and  scalds  from  acids,  gases,  vapors. 

Collapses:    Scaffolding  and  building. 

Falls:    Ladders,  stairways  and  openings. 

Loading  and  unloading :    By  hand  and  while  carrying. 

Vehicular  transportation. 

Eailway  transportation. 

Marine  transportation. 

Aerial  transportation. 

Accidents  through  animals :    Biding. 

Hand  implements  and  simple  tools. 

Miscellaneous. 

Department  of  sanitation. 

For  example,  the  public,  at  least  that  part  of  it  which 
must  pass  under  them,  is  vitally  concerned  in  the  safety 
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of  scaffoldings,  for  our  cities  are  being  superimposed 
enormously. 

In  an  endeavor  to  lessen  the  risks,  incident  to  men 
working  at  even  a  moderate  elevation  above  the  ground 
during  construction  work,  builders  have  constructed 
platforms  or  scaffolding  to  make  the  workmen's  footing 
more  secure,  but  despite  these  precautions,  which  in  some 
cases  have  resulted  in  the  erection  of  a  perfect  forest  of 
timbers  supporting  the  scaffolding,  the  list  of  casualties 
has  been  great.  The  introduction  of  the  sky-scraper  is 
responsible  for  this  largely.  In  five  years  in  New  York 
alone  660  deaths  were  caused  by  falls  from  the  old  form 
of  wooden  scaffolds  supported  by  horses  and  cantilevers. 
Since  the  introduction  of  a  new  form  of  scaffold,  there 
have  been  no  fatal  accidents  where  it  has  been  used, 
although  in  the  last  two  years  319  buildings  were  erected 
with  its  aid,  where  8,265  men  were  employed  and  not  one 
man  was  injured. 

The  scaffold  is  interrupted  so  as  to  make  sections  ten 
feet  long.  At  the  ends  of  each  is  a  pair  of  winches  se- 
cured to  a  horizontal  steel  beam  serving  to  support  the 
planks.  The  winches  are  composed  of  a  drum  around 
which  wire  rope  is  roved,  and  the  necessary  supporting 
members.  The  upper  end  of  the  wire  rope  is  secured  to 
a  steel  outrigger  by  an  anchor  bolt  thus  serving  to  sup- 
port the  scaffold.  To  the  drums  are  secured  ratchet 
wheels.  A  lever  actuates  a  pawl,  which  in  turn  raises  or 
lowers  the  scaffold  by  means  of  the  ratchets  that  serve 
to  turn  the  drum  which  winds  up  the  cables.  As  the 
sections  are  small,  one  man  can  raise  his  section  very 
quickly  by  a  few  strokes  of  the  four  levers  at  each  comer. 
The  speed  is  very  considerable.  Moreover,  the  workman 
can  operate  the  platform  in  sections,  which  is  often  im- 
portant when  material  does  not  arrive,  or  where  the  out- 
line of  the  building  is  irregular. 

Safety  at  sea  surely  concerns  the  increasing  number 
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of  travelers  to  and  fro  on  the  Trans- Atlantic  lines.  In- 
stinctively, the  ocean  passenger  queries,  "  In  case  of 
accident,  will  those  life  boats  work;  can  they  be  lowered 
quickly  and  safely?" 

The  danger  factor  is  lessened  through  a  device  by 
means  of  which  two  men  can  lower  the  life  boat,  filled 
with  people,  from  the  deck  to  the  water  within  two  min- 
utes, a  conservative  time  limit.  It  has  been  claimed  that  it 
has  been  lowered  in  considerably  less  than  one  minute, 
but  this  test  was  made  under  the  most  favorable  condi- 
tions. Another  interesting  feature  is  the  introduction  of 
a  new  life  preserver,  made  of  wood  instead  of  cork.  Cork 
is  known  to  absorb  water  after  being  immersed  a  certain 
number  of  hours,  and  loses  its  efficiency.  The  wood  is 
chemically  treated  so  as  to  prevent  such  absorption,  and 
is  hghter  and  of  greater  buoyancy  than  cork  and  of  lesser 
bulk. 

Many  fires  and  explosions  occasioned  by  gasoline  and 
other  volatile  liquids  may  be  due  to  causes  of  which  the 
public  is  little  aware,  and  from  causes  which  at  first 
would  seem  inexplicable.  There  are  certain  atmospheric 
conditions  in  which  when  the  temperature  is  right,  many 
elements  are  able  to  throw  off  a  spark  of  static  energy; 
for  instance,  a  metallic  funnel  is  in  a  proper  condition  to 
form  an  electrode,  if  there  is  the  right  mixture  of  air  and 
hydrocarbon  gas.  If  the  container  of  these  volatile 
liquids  is  provided  with  a  safety  device,  an  explosion  can 
be  prevented.  At  the  museum  is  a  collection  of  safety 
devices  in  this  class,  for  the  safe  storage  and  the  pre- 
vention of  fires  from  volatile  liquids. 

On  first  thought  it  might  not  be  apparent  how  a  safety 
shoe  for  horses  could  affect  the  factor  of  human  safety. 
The  snow  was  gently  falling,  covering  the  city  streets 
with  a  soft  white  blanket;  the  peacefulness  of  the  scene 
was  marred  by  the  struggles  of  horses  vainly  trying  to 
keep  their  hold  on  the  icy  streets.    A  trolley  car,  making 
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its  way  slowly  down  the  avenue  came  to  a  stop ;  the  motor 
man  saw  a  heavy  truck  coming  towards  him  drawn  by 
two  powerful  horses  struggling  to  keep  their  foothold. 
Passengers  were  craning  their  neck  and  asking,  "  Why 
are  we  stopping?"  Crash!  Bang,  smash!  followed  by 
splintering  wood  and  shivering  glass,  as  the  pole  of  the 
truck  smashed  iuto  the  front  platform  of  the  car;  down 
went  the  slipping  horses  in  a  heap. 

In  the  American  Museum  of  Safety  an  ingeniously 
devised  emergency  chain  overshoe  for  horses,  is  exhibited 
in  the  section  of  transportation.  The  safety  overshoe 
would  have  prevented  this  accident  and  others  like  it.  In 
this  particular  case,  the  motorman,  although  showered  by 
falling  glass,  fortunately  was  not  hurt;  had  the  car  in 
motion  met  the  truck,  serious  accident  would  have  re- 
sulted to  the  passengers. 

It  is  now  a  recognized  fact  that  we  are  on  the  eve  of 
great  changes,  to  be  brought  about  through  a  research 
and  the  application  of  scientific  methods  in  the  prevention 
of  accidents  in  our  country.  Grradually  the  public  is 
awakening  to  the  necessity  of  such  action,  which  will  be 
accomplished  through  museums  of  safety  and  organiza- 
tions for  the  promotion  of  wider  knowledge  and  informa- 
tion. All  this  means  a  great  educational  work,  which  is 
bound  to  be  included  in  the  courses  of  study  in  our 
common  schools  and  colleges.  Foreign  countries  are 
already  doing  this  and  America,  too,  will  see  the  wisdom 
of  adopting  such  procedure  in  her  own  institutions.  This 
is  a  mere  question  of  time,  but  it  is  inevitable  if  the 
United  States  is  to  be  made  safer  for  life  and  labor. 

"  John  won't  want  me  now,"  was  the  recent  pathetic 
cry  of  a  young  woman  in  a  factory  as  she  fell  to  the  floor, 
her  right  arm  wrenched  off  at  the  shoulder  through  the 
unguarded  machine  at  which  she  was  working.  It  was 
on  the  eve  of  her  marriage.  "  John  can't  afford  to 
marry  a  woman  who  is  no  helpmate  to  him." 
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A  few  years  ago  we  were  considered  visionary  in  our 
advocacy  of  safety  devices,  greater  caution  and  the  sanc- 
tity of  human  life ;  but  I  am  glad  to  state  that  at  last  we 
are  awakening  to  the  importance  of  this  great  humani- 
tarian subject — a  subject  that  has  come  to  stay  for  all 
time,  and  as  a  right.  It  is  our  duty  to  surround,  with 
every  possible  safeguard,  the  toiler  who  makes  the  wealth 
of  the  nation,  and  to  protect  his  life  and  health  while  at 
work. 

We  should  go  still  further  in  providing  greater  safety 
for  the  public;  the  man  in  the  street;  the  man  on  his 
travels ;  the  man  in  his  home.  This  does  not  alone  apply 
to  safety  devices,  but  to  sanitation,  clean  streets,  less 
noise,  pure  food  stuffs,  pure  air,  light  and  water — the 
essentials  of  health. 

The  time  has  passed  in  which  it  is  necessary  to  philoso- 
phize merely  and  to  discuss  only,  these  vital  problems  in 
the  United  States.  The  thoughtful  citizenship  of  the  land 
is  demanding  constructive  action.  In  our  efforts  to  pro- 
vide a  practical  system  of  compensation  for  injury  we 
came  up  against  a  dead  wall.  It  was  found  that  compen- 
sation was  not  the  solution,  but  prevention  struck  at  the 
root  of  the  whole  evil. 

Although  the  awakening  has  come,  the  field  for  activity 
is  so  great  that  it  needs  continuous  application  and  a  well 
organized  propaganda  throughout  the  country.  Do  not 
make  the  mistake  of  thinking  this  can  be  done  in  a  month, 
or  iu  a  year;  it  should  be  a  continuous  influence,  there 
should  never  be  any  let-up ;  it  is  such  a  mighty  subject 
that  it  must  become  part  of  our  educational  system.  At 
present  we  are  dependent  on  the  teaching  of  other  great 
nations ;  if  now  we  are  wise,  we  will  ourselves  take  the 
lead,  or  at  least  an  independent  and  intelligent  attitude. 
We  must  not  be  deluded  by  a  fatal  optimism. 

If  now  our  country  would  escape  the  reproach  and  dis- 
grace of  beiag  the  only  civilized  nation  in  the  world  to 
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fail  to  provide  instant  and  automatic  relief  for  the  sick 
and  injured  workman,  the  whole  nation  must  stop  and 
think;  no  one  section,  no  one  group,  no  combination  of 
interests  can  remove  the  reproach;  the  awakening  must 
be  national.  The  selfishness  of  private  greed,  and  the 
personal  interests  of  the  politician  are  ever  present  in 
systematic  insistence  and  will  become  overwhelming 
unless  the  attention  of  the  whole  people  is  directed  to 
our  needless  sacrifice  of  human  life  and  efficiency. 

BIBLIOGRAPHY 

AETNA  Life  Insurance  Company  :  Pamphlets  on  Industrial  safe- 
guards.    Issued  by  the  company,  Hartford,  Conn. 

Amebican  Association  foe  Labob  Legislation  :  Vols.  1-3.  New 
York. 

American  Industries  :  Published  monthly  by  the  National  Asso- 
ciation of  Manufacturers.    New  York. 

American  Museum  of  Safety  :  Bulletin.  Published  monthly,  1909- 
date.    29  West  39th  Street,  New  York. 

Chute,  Chables  L.  :  Industrial  Accidents :  a  Problem  of  Today. 
Spectator,  New  York,  Aug.  19,  1910. 

Company  Publications  :  Many  of  the  casualty  Insurance  com- 
panies Issue  industrial  safety  appliances  literature  for  the  use  of  their 
agents.  Some  of  the  pamphlets  so  issued  are  extremely  valuable  com- 
pilations.   They  may  often  be  had  for  the  asking. 

International  Congress  of  Social  Insurances  :  Prevention  of 
Sickness,  Accident  and  Death.  In  Actes  du  viil  Congres  Internationale 
des  Assurances  Sociales.    Tom  2.    Reports,  papers,  etc.    Rome,  1909. 

New  York  State  :  Department  of  Labor  Bulletin.  Issued  quar- 
terly under  the  direction  of  the  Commissioner  of  Labor,  Albany,  N.  Y. 
Contains  lists  of  state  and  national  reports  on  labor,  industrial  acci- 
dents, safeguards,  etc. 

Ohio  :  Department  of  workshops,  factories  and  buildings :  illus- 
trated pamphlet  containing  cuts  and  descriptions  of  practical  devices 
for  guarding  dangerous  machinery.     Pam.     81  p.     Columbus,  1900. 

ScHWEDTMAN,  FERDINAND  C,  and  Emeby,  James  A. :  Accident 
Prevention  and  Relief.  An  investigation  of  the  subject  in  Europe  with 
special  attention  to  England  and  Germany.  With  recommendations  for 
action  in  the  United  States.  Pub'd  for  the  National  Association  of 
Manufacturers  of  the  United  States.    New  York,  1911. 

United  States  Government:  Laws  Relating  to  Factory  Inspection 
and  the  Health  and  Safety  of  Employees.  Bulletin  73,  Bureau  of  Labor, 
Dept.  of  Commerce  and  Labor,  Washington,  D.  C,  1910. 

VanSchaack,  David  :  The  Prevention  of  Accidents  in  Hazardous 
Occupations.    International  Ass'n  of  Accident  Underwriters,  July,  1911. 

Women  and  Child  Labor  in  the  United  States.  19  vols.  Washing- 
ton, D.  C,  1911. 


Chaptee  XLn 

INDUSTEIAL  SAFETY 

By  William  H.  Tolmak 

In  the  present  discussion  of  industrial  safety,  it  is 
possible  only  to  touch  upon  some  of  the  salient  points  by 
showing  safeguards  of  a  general  type,  adaptable  to  the 
usual  condition  of  factories,  mills  and  workshops,  ever 
bearing  in  mind  the  need  for  getting  down  to  the  level  of 
the  "  chump  "  workman,  the  careless  and  indifferent 
workman,  and  the  foreigner  who  not  only  does  not  speak 
in  English  but  does  not  think  in  English.  Thus,  to  ham- 
mer the  safety  idea  into  the  head  of  the  man  looking  for 
a  job,  one  large  corporation  displays  a  prominent  sign, 
in  six  different  languages,  on  the  door  of  the  employ- 
ment office : 

' '  Notice  to  men  seeking  employment :  Unless  you  are 
willing  to  be  careful  to  avoid  injury  to  yourself  and 
feUow  workmen,  do  not  ask  for  employment.  We  do  not 
want  careless  men  in  our  employ." 

Another  sign,  printed  in  four  languages,  framed  under 
glass  in  a  weather-proof  box,  posted  just  inside  the  gate 
at  each  of  the  entrances  to  the  works,  requests  every 
employee  to  be  on  the  lookout  for  defects  in  the  grounds 
or  machinery,  for  carelessness  of  other  employees,  for 
dangerous  or  damaging  conditions  anywhere  in  the 
works;  and,  in  case  anything  of  the  kind  comes  to  his 
notice,  to  report  it  to  the  superintendent  or  take  such 
other  action  as  may  be  necessary.  It  plainly  states  that 
any  report  of  the  above  nature  is  to  be  a  personal  matter 
between  the  man  himself  and  the  superintendent. 

Once  within  sight  of  the  works,  at  each  gate  house 
signs,  plain  by  day  and  illuminated  at  night,  silently 
preach  the  duty  and  obligation  of  safety : 
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' '  The  prevention  of  accidents  and  injuries  by  all  pos- 
sible means  is  a  personal  duty,  which  everyone  owes,  not 
to  himself  alone,  but  also  to  his  fellow  workmen." 

Every  four  days  these  signs  are  changed  from  English 
to  Hungarian  or  Slavish. 

In  addition  to  these  signs,  there  are  danger  signs 
placed  on  doorways,  columns  and  other  places  too  close 
to  the  railway  tracks  to  allow  a  man  riding  on  the  side 
of  a  car  to  pass.  Such  signs  are  also  used  over  doorways 
where  clearance  is  not  sufficient  for  a  man  on  a  box  car. 
These,  as  must  be  the  case  with  all  effective  danger  signs, 
are  brief  and  to  the  point ;  a  lengthy  wording  defeats  its 
own  object. 

At  a  recent  regular  safety  meeting  in  a  large  plant,  it 
was  concluded  that  most  of  the  signs  used  were  worthless, 
since  the  large  amount  of  material  printed  on  each  was 
confusing,  and  the  effort  necessary  to  read  it  more  than 
the  average  employee  will  make.  It  was  also  decided 
that  a  strong,  forceful  sign  printed  in  plain  English  will 
be  read  by  all  who  can  read  and  will  be  far  better  than 
a  sign  printed  in  many  languages  which  will  be  read  by 
few,  if  read  at  all. 

To  supplement  the  sign  in  English,  it  was  recoromended 
that  a  device  or  symbol  of  safety  be  printed  on  each  sign, 
this  symbol  clearly  indicating  the  necessity  for  caution, 
without  regard  to  the  ability  of  the  individual  to  read 
English  or  to  read  at  all.  This  symbol  should  be  simple 
in  design  and  characteristic,  with  the  idea  that,  eventu- 
ally, it  will  automatically  convey  the  idea  of  caution  and 
carry  its  meaning  just  as  clearly  as  do  the  Eed  Cross 
and  other  well-established  symbols. 

In  general  yard  practice,  far-seeing  employers  are 
providing  viaducts  for  crossing  tracks,  thus  eliminating 
the  peril  of  men  being  run  over  by  shifting  cars  and  pass- 
ing trains.  Formerly  escaping  steam  frequently  ob- 
scured the  engineer's  view  of  such  tracks;  today  vent 
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pipes  are  carried  so  high,  that  the  vision  of  the  engineer 
is  never  obstructed.  To  give  the  engineer,  when  ap- 
proaching crossings,  a  clear  view,  wire  mesh  fences  are 
replacing  the  nsual  boards  which  obscure  the  vision.  So 
that  all  yard  men  may  hear  the  clang  of  the  warning  bell 
of  the  locomotives,  it  is  placed  low  down  in  front,  instead 
of  on  top,  for  the  sake  of  greater  safety  in  its  warniug 
notes.  In  shunting  trains  ia  the  yards,  the  engineer  may 
not  be  aware  that  a  car  is  loading  or  unloading.  To  ad- 
vise him,  a  track  signal  is  clamped  to  the  rail.  At  night, 
a  red  light  illuminates  the  target. 

Often  a  workman,  carelessly  stepping  in  front  of  an 
approaching  train,  is  killed  or  maimed  for  life.  Cheap 
hand-rails  of  wood  or  iron  pipe  will  effectually  prevent 
such  occurrences.  Safety  gates,  locked,  and  in  control  of 
an  operator,  are  provided  at  the  general  exits  from  shops 
which  open  on  to  tracks.  To  guard  against  the  peril  of 
trucks  coming  out  from  the  shops,  a  caution  sign  reads 
as  follows: 

"  All  vehicles  keep  to  the  right.  Speed  limit,  8  miles 
an  hour.  Electric  trucks  must  be  kept  under  full  control, 
and  sound  a  warning  when  coming  out  of  the  shops." 

The  perils  incident  to  the  industry  within  a  plant  are 
enormous.  There  is  one  concern  known  to  the  writer, 
whose  trackage  of  sidings  without  and  tracks  within  the 
buildings,  is  nearly  1,000  miles.  One  fruitful  source  of 
accident  has  been  the  unguarded  frog ;  now  guards  made 
of  skelp  steel,  cut,  bent  and  securely  fastened,  replace 
the  wooden  blocks  formerly  used  as  a  guard  to  prevent 
men  from  having  their  feet  caught  in  the  frog  of  the 
switch.  The  G-eneral  Electric  Company  of  Berlin  fastens 
a  toe  guard  on  all  the  flat  cars  in  their  yards  and  shops. 

For  the  car  shifter,  handles  with  sharpened  prongs  are 
provided  for  forcing  the  car  along.  These  bite  into  the 
rail  when  the  handle  is  raised  and  as  the  handle  must  be 
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lifted,  the  danger  of  its  falling  violently  and  thereby 
breaking  legs  and  feet,  is  eliminated. 

A  large  plant  has  many  valve  pits;  when  these  are 
open,  side  rails  will  prevent  the  careless  and  heedless 
from  stumbling  down.  One  of  the  best  safety  devices  in 
a  yard  is  a  good  roadway.  When  roadways  are  provided 
the  men  use  them,  instead  of  cutting  across  lots  to  the 
peril  of  broken  arms  and  legs. 

Closely  connected  with  yard  practice  and  transporta- 
tion is  the  problem  of  the  crane. 

A  fender  should  be  added  to  the  foot  of  the  gantry 
crane,  to  push  off  anyone  who  has  no  business  on  the 
track.  To  enable  the  craneman  to  climb  into  the  cab 
without  danger,  a  platform  for  all  outside  work  should 
be  provided. 

In  the  iron  and  steel  industry,  the  danger  is  by  no 
means  over  for  the  craneman  once  he  is  within  the  cab. 
For  him  an  iron  cage  or  closet  is  provided  in  which  he 
may  take  refuge  when  there  is  danger  of  a  spill  or  splash 
of  metal.  Were  it  not  for  this  he  would  frequently  be 
severely  burned.  These  refuges  are  built  of  steel,  with 
perfectly  tight  joints,  sides  lined  with  asbestos,  and  con- 
crete floor.  The  door  swings  easily  and  closes  automatic- 
ally, and  the  windows  are  mica-covered.  The  craneman 
in  this  iron  refuge  can  operate  the  bridge  travel  con- 
troller of  the  crane,  and  at  the  same  time  escape  any 
injury  from  heat  or  flame. 

The  safety  factor  in  a  hook  is  most  serious.  To  pre- 
vent the  worker  from  getting  his  hands  or  fingers  caught 
between  the  chain  and  the  hook,  a  safety  handle  is 
attached. 

To  keep  men  in  the  bay  from  getting  their  hands  on 
the  crane  rail,  a  wire  mesh  shuts  out  the  entire  length  of 
the  bay.  Should  a  man  carelessly  lean  his  arm  or  put 
his  hand  on  the  crane  rail,  a  wire  brush  gently  but  firmly 
pushes  it  away.    And  to  make  precautions  doubly  sure, 
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a  red  flag  target  is  attached  to  the  crane  rail,  to  prevent 
the  craneman  from  running  beyond  a  point  which  might 
endanger  the  lives  of  men  working  on  or  near  the  run- 
way. For  the  same  purpose  a  red  lantern  is  hung  on  the 
flagstaff  at  night. 

Cranes  have  been  known  to  run  away  and  carry  with 
them  a  part  of  the  shop.  To  guard  against  this  form  of 
kleptomania,  a  spring  buffer  on  the  runway  will  cushion 
the  shock  and  stop  the  crane.  In  one  instance,  an  oper- 
ator, not  realizing  that  he  was  near  the  end  of  the  run- 
way, ran  his  crane  against  the  buffer  at  nearly  full  speed, 
and  rebounded  about  100  feet,  but  without  injury  to 
either  the  crane  or  himself. 

It  is  a  standing  rule  at  the  U.  S.  Steel  Corporation 
works  that  all  embankments  five  feet  high,  or  more,  must 
have  a  pipe  railing,  and  wherever  necessary,  get-away 
stairs.  In  former  times,  the  men  were  obliged  to  jump 
over  the  great  grinding  rolls ;  today  stairs  with  side  rails 
afford  safety.  When  it  is  impossible  to  build  a  passage- 
way over  the  rolls,  tunnels  are  dug.  In  the  same  corpora- 
tion's plants,  toe  guards  must  be  used  on  all  platforms, 
to  prevent  tools  or  materials  from  falling  on  the  men  be- 
low. For  the  use  of  the  lamp  trimmers  in  cleaning  and 
trimming  arc  lights,  walks  with  pipe  iron  railings  in  the 
roof  trusses  are  provided.  Ladders  with  side  rails  run 
to  the  top  of  the  blast  furnaces,  to  prevent  the  men  from 
falling. 

It  goes  without  saying  that  gears  and  belts  should  be 
protected,  but  this  rule  is  not  nearly  so  common  as  it 
should  be  in  American  practice. 

Hollow  set  screws  are  now  used  in  the  best  machine 
shops.  For  the  lathe,  one  shop  has  designed  a  dog  with 
no  projecting  screw;  or  where  the  set  screw  is  in  use,  it 
is  covered  by  a  loop  of  metal. 

In  one  of  our  large  machine  shops  a  man's  leg  was 
caught  and  crushed  by  the  planer.     Now  safety  plates 
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are  put  in  the  bed  on  the  open  side,  so  that  any  obstruc- 
tion, whether  of  men  or  things,  is  pushed  out  of  the  way 
without  injury.  For  eye  protection  from  chips,  a  simple 
device  consisting  of  a  light  portable  frame  is  arranged 
to  swivel,  raise  and  lower  to  any  position.  This  frame  is 
covered  with  burlap  so  that  the  chips  will  stick  to  it  and 
not  glance  off,  injuring  the  face  of  another  workman  or 
the  passerby.  In  German  practice,  a  portable  wire  screen 
is  often  used  for  purpose  of  eye  protection. 

To  prevent  the  pieces  of  the  grinding  or  polishing 
wheels  from  scattering,  in  case  they  burst,  safety  hoods 
and  collars  are  the  best  safety  device.  To  protect  the 
eyes,  a  piece  of  plate  glass  permits  constant  sight  of  the 
work,  but  keeps  sparks  or  chips  away  from  the  face.  For 
the  universal  milling  machine,  a  safe  and  convenient 
handle  for  sliding  the  shifter  back  and  forth  is  employed. 

Cases  are  not  uncommon  in  which  workmen  cleaning 
boilers  or  acid  tanks  have  been  killed  by  the  accidental 
turning  on  of  steam  or  acids  by  some  outside  workman. 
To  protect  a  man  entering  a  boiler,  the  two  steam  feed 
and  blow-off  valves  between  the  boiler  and  main  headers 
should  be  closed  and  securely  locked  by  means  of  a  hinged 
metal  case,  slipped  over  valve  handle  and  padlocked.  In 
addition,  metal  tags  reading  "  Danger,  man  in  boiler," 
are  attached  in  each  case.  A  small  danger  flag  is  a  fur- 
ther precaution.  One  shop  practice  has  all  boilers  dis- 
tinctly numbered  both  front  and  rear.  The  crown  valve 
on  top  of  each  boiler  is  also  numbered  correspondingly 
with  a  metal  plate  so  that  the  number  cannot  be  effaced, 
thus  avoiding  possible  confusion  in  operating  or  locking 
a  wrong  valve. 

A  stethoscope  or  sound  detector  for  determining  the 
condition  of  fly-wheels  and  generator-wheel  spokes  is 
making  its  appearance;  it  is  also  used  for  determining 
the  condition  of  those  parts  of  a  machine  which  are  in 
motion  and  cannot  be  seen.    For  example,  loose  bolts  on 
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a  steam  piston  can  be  detected  by  this  apparatus  and  the 
possible  breaking  of  a  cylinder  head  or  some  other  part 
of  the  engine  be  thereby  avoided. 

The  peril  of  the  unprotected  saw  needs  no  comment. 
One  type  of  a  protecting  device  is  an  adjustable  guard  for 
the  circular  saw,  and  a  fence  and  casing  around  the  belt- 
ing; a  penalty  of  dismissal  attaches  to  the  removal  of 
guards. 

The  electric  switch  is  a  danger  center.  At  each  of 
these,  blue  and  white  enameled  warning  signs  are  posted. 
A  danger  tag  is  carried  by  every  man  having  occasion  to 
work  upon  electrically  driven  machinery  and  is  attached 
to  the  switch  by  him,  when  he  is  about  to  work  on  any 
machinery  operated  by  such  switch.  As  this  tag  has 
printed  on  it  the  name  of  the  man  attaching  it,  responsi- 
bility is  absolutely  fixed. 

It  is  often  stated  that  even  if  safety  devices  are  pro- 
vided, the  workmen  will  not  make  use  of  them.  While 
this  may  be  true  of  the  man  who  is  not  thoughtful  for  his 
employer,  his  fellow  workman,  and  his  family,  it  is  more 
generally  a  characteristic  of  ignorance  and  bravado.  It 
is  therefore  necessary  to  fix  the  responsibility  in  the  use 
of  safety  devices  through  compulsion.  The  foreman  is 
the  responsible  head  for  the  workers  immediately  under 
him;  he  sees  that  the  new  workman  is  instructed  in  the 
use  of  the  machine  at  which  he  is  placed ;  he  assigns  work- 
men to  their  various  duties  and  tasks,  and  it  is  his  duty 
to  see  that  the  safety  devices  are  used. 

"  Discharge  the  foreman,"  is  the  compulsion  in  vogue 
in  some  large  shops  to  ensure  the  use  of  safety  devices. 
Here  the  management  recognize  that  it  is  up  to  the  fore- 
man to  prevent  accidents,  by  compelling  the  workmen  to 
use  the  safeguards  which  are  provided.  When  this  pres- 
sure is  brought  to  bear  upon  the  foreman,  he  is  going  to 
see  to  it  that  he  does  not  lose  his  job. 

The  whole  matter  of  industrial  safety  is  one  of  educa- 
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tion.  As  in  the  case  of  any  other  innovation,  it  meets 
more  or  less  opposition  from  both  master  and  men. 
When,  however,  the  initial  stage  has  once  been  passed,  it 
will  be  looked  upon  as  a  matter  of  course  that  safety  de- 
vices must  be  provided  and  used.  Until  that  time — ^until 
the  consideration  of  safety  becomes  of  as  great  impor- 
tance as  questions  of  producing,  selling  and  advertising — 
until  it  becomes  a  part  of  the  plant's  industrial  policy — 
the  American  industrialist  will  not  have  done  all  in  his 
power  to  protect  the  lives  of  the  industrial  army  whose 
lives  and  limbs  are  entrusted  to  his  keeping,  at  least  dur- 
ing the  working  day. 

Among  the  men  the  Committee  of  Safety  is  a  potent 
factor  in  the  promotion  of  industrial  safety.  In  the 
stormy  days  of  the  French  Eevolution,  the  Committee  of 
Safety  was  the  engine  of  destruction  and  death,  cutting 
off  the  heads  of  thousands  of  the  noblest,  not  only  of  the 
aristocracy  but  the  brawn  and  sinew  of  the  nation, 
spreading  desolation  and  bereavements  throughout  the 
length  and  breadth  of  the  land.  The  Committee  of  Safety 
of  today  keeps  heads  where  nature  intended  them  to  be ; 
stands  for  the  integrity  of  the  family,  and  defends  the 
sacredness  of  life. 

The  organization  and  development  of  Committees  of 
Safety  among  workmen  and  operatives  in  factories,  mills 
and  shops,  is  a  most  important  factor  of  modern  indus- 
trialism. No  one  is  so  well  informed  of  the  dangers  of 
any  particular  trade  or  process  as  the  foremen  and  super- 
intendents under  whose  care  are  the  men  and  women  who 
will  be  injured  if  accidents  occur.  No  one  is,  therefore, 
more  capable  than  they  of  suggesting  the  methods  and 
devices  to  be  employed  in  safeguarding  their  employees 
from  casualties.  Furthermore,  the  safety  appliances  of 
any  plant  will  be  most  effectively  used  and  maintained 
when  they  have  been  approved  or  originated,  and  are  to 
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be  administered,  in  the  very  group  which  is  to  be  bene- 
fited by  them. 

As  an  illustration  of  the  effectiveness  of  a  Committee 
of  Safety,  I  have  selected  one  recently  organized  in  a 
large  plant.  This  committee  has  for  its  chairman  a  man 
thoroughly  familiar  with  the  technical  and  mechanical 
side  of  the  industry;  its  other  members  are  such  em- 
ployees as  he  and  the  heads  of  the  several  departments 
may  select. 

The  duty  of  the  committee  is  to  take  note  of  any  defects 
in  machinery,  buildings,  method  of  working  or  of  handling 
material,  or  of  any  condition  throughout  the  works  which 
may  be  a  cause  of  accidents  to  employees,  or  which  may 
be  detrimental  to  their  health. 

Each  week  the  chairman  makes  requisition  on  the  head 
of  some  department  for  two  assistants.  The  committee 
devotes  one-half  a  day  to  inspection ;  for  the  time  so  occu- 
pied, men  are  paid  at  their  usual  hour  rate,  if  hour  men, 
or  if  tonnage  men,  for  the  average  one-half  turn  for  the 
week  in  which  their  inspection  service  takes  place.  After 
each  inspection,  the  committee  furnishes  the  manager  a 
report  covering  such  matters  as,  in  their  opinion,  call  for 
attention,  with  recommendations  regarding  the  same. 
These  reports  are  read  and  considered  at  the  following 
daily  meeting  of  the  superintendents.  All  employees  are 
urged  to  co-operate  with  the  committee  and  it  is  expected 
that  they  will  be  interested  in  carrying  out  the  recom- 
mendations which  are  approved  and  put  into  effect  by 
the  management. 

A  very  subtle  test  of  the  efficiency  of  a  plant  is  the  con- 
dition of  the  lavatories.  The  sanitary  equipment  which  I 
have  selected  as  a  good  type  is  for  the  exclusive  use  of 
foundry  employees.  The  walls  and  floors  are  tiled ;  auto- 
matic flushing  latrines,  porcelain  individual  wash  bowls 
and  a  shower  bath  are  provided,  and  all  fixtures  are  thor- 
oughly modern  and  sanitary  in  every  respect. 
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The  matter  of  drinking  water  directly  concerns  good 
health  and  efficiency.  After  the  purity  of  the  water  sup- 
ply is  established,  the  best  system  of  distribution  is  the 
"  bubble  "  type  of  drinking  fountain,  eliminating  the  cup, 
with  its  ever-present  peril  of  communicable  diseases.  If 
the  flow  of  water  cannot  be  continuous  from  the  fountain, 
a  check  valve  may  be  used.  If  other  systems  are  used, 
drinking  water  barrels  are  good,  provided  they  can  be  put 
in  charge  of  one  man,  whose  duty  it  shall  be  to  keep  them 
clean,  iced  and  ready  for  use.  These  barrels  should  be 
kept  locked  to  prevent  contamination. 

One  of  the  best  general  precautionary  measures  for 
safety  is  the  establishment  of  an  emergency  station  in 
the  works,  where  all  minor  injuries  can  be  treated  at  once. 
Nowhere  else  does  the  proverbial  "  stitch  in  time  "  find 
more  practical  application  than  at  the  factory  emergency 
station.  How  serious  it  is  considered  in  one  plant  is  indi- 
cated by  the  following  notice : 

"  Every  employee  injured  in  his  work,  no  matter  how 
slight  the  injury,  must  go  immediately  to  the  Mill  Emer- 
gency Hospital  for  the  necessary  attention.  Neglect  of 
slight  injuries  often  results  in  blood  poisoning  and  ser- 
ious trouble.  Do  not  dress  your  cuts  and  injuries  your- 
self, but  go  to  the  Mill  Hospital.  No  accident  relief  will 
be  paid,  unless  you  report  promptly  to  the  Mill  Hospital, 
and  follow  the  instructions  given  you  there. ' ' 

All  stretchers  are  made  of  light  pipe,  compact  when 
folded  and  easily  and  quickly  set  up.  At  the  General 
Electric  Company  in  Berlin,  I  found  a  very  complete 
installation,  consisting  of  a  folding  stretcher,  so  com- 
pact that  it  can  be  stowed  away  in  the  cupboard  on  the 
wall.  The  same  company  has  installed  a  double  bicycle 
ambulance  service,  for  the  rapid  conveyance  of  an  in- 
jured man  to  their  emergency  hospital. 

There  are  four  groups  of  interests  involved  in  acci- 
dents arising  in  industrial   pursuits:  the  workman,  the 


INDUSTEIAL  SAFETY  179 

employer,  the  commuiiity,  and  the  people  at  large.  The 
latter  are  iBvolved  as  sujEferers  almost  exclusively  in 
accidents  occurring  in  different  means  of  transportation, 
but  may  be  ignored  in  dealing  with  accidents  in  manu- 
facturing operations. 

The  community  is  involved,  because  it  is  very  often 
called  upon  to  care  for  those  whose  means  of  livelihood 
have  been  impaired  or  entirely  cut  off,  directly  or  indi- 
rectly. There  are  those  who  claim  that  this  is  imposing 
upon  the  community  a  burden  which  it  is  the  duty  of  the 
industry  to  bear,  and  here  we  are  upon  fairly  debatable 
ground. 

The  workman  is  probably  the  greatest  sufferer,  con- 
sidering his  means,  and  this  has  led  public  opinion  and, 
in  more  concrete  form,  legislative  bodies,  to  seek  relief 
along  the  line  of  least  resistance — that  of  making  the 
employer,  usually  possessing  financial  responsibility, 
carry  the  whole  load. 

The  recent  decision  of  the  Supreme  Court  of  the  State 
of  New  York  has  done  much  to  clarify  the  situation,  so 
far  as  employers'  liability  is  concerned.  Its  temper  has 
been  admirable,  in  that  a  good  deal  of  sympathy  has  been 
shown  towards  well-meant  efforts  at  reform,  but  it  has 
been  clearly  pointed  out  that  fundamental  rights  must  be 
respected.  There  has  been  altogether  too  much  disposi- 
tion to  be  generous  with  other  people's  money,  and  the 
money  has  been  that  belonging  to  those  who  have  em- 
barked their  capital  in  industrial  enterprises. 

To  reach  a  thorough  understanding,  and  to  get  at  a 
fair  and  honest  distribution  of  responsibility  and  of  con- 
tributions for  relief,  an  analysis  of  industrial  accidents 
will  be  helpful. 

There  is,  first,  under  present  circumstances  in  this 
country,  the  large  group  of  accidents  due  to  the  inherent 
risks  of  the  industry — the  accidents  which  no  foresight 
or  care  on  the  part  of  either  the  employer  or  the  work- 
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men  could  prevent.  This  is  a  fair,  and  should  be  a  direct, 
charge  upon  the  industry,  which  the  consumer  ought  to 
be  made  to  share  in,  if  it  were  possible  to  add  part  or  the 
whole  of  it  to  the  price  of  the  product. 

Secondly,  there  are  the  accidents  due  to  carelessness 
or  recklessness  of  workmen  and  their  fellows,  many  of 
which  are  brought  about  by  that  resistance  to  reasonable 
discipline  which  is  a  characteristic  of  the  American 
workman,  and  many  of  which  are  caused  by  ignorance, 
for  which  the  management  can  fairly  be  held  responsible. 

For  accidents  brought  about  by  carelessness  or  reck- 
lessness, the  guilty  should  suffer,  and  if  there  be  an 
appeal  to  anyone,  it  should  be  to  the  fellow  workmen. 
That  the  latter  do  often  nobly  respond  as  individuals,  we 
all  know  from  our  own  experience ;  but  I  do  not  know  of 
any  systematic  effort  in  that  direction,  and  certainly  the 
labor  unions  have  never  clearly  recognized  a  duty  in  this 
respect. 

The  last  group  of  accidents  is  that  for  which  the  em- 
ployer is  squarely  responsible  because  he  does  not  pro- 
vide the  necessary  safeguards,  or  because  he  neglects 
opportunities  fairly  within  his  reach  to  educate  the  ig- 
norant, to  restrain  the  reckless,  or  to  secure  the  active 
co-operation  of  the  intelligent  and  well-disposed.  It  is 
not  enough  to  spend  money  and  to  exercise  ingenuity  in 
equipping  a  plant  with  safety  devices,  and  in  seeing  that 
they  are  kept  in  efficient  condition.  It  is  not  enough  to 
draw  up  rules  and  to  see  that  they  are  obeyed.  There 
must  be  developed,  systematically,  throughout  the  entire 
organization,  a  spirit  of  co-operation  from  top  to  bottom, 
and  that  spirit  of  co-operation  must  permeate  the  entire 
industry. 

In  the  iron  and  steel  industry,  a  splendid  spirit  of 
co-operation  exists  and  is  a  powerful  aid  in  attaining  the 
ends  sought,  but  this  is  the  one  branch  of  manufacturing 
in  which  this  spirit  does  prevail  in  the  industry  gener- 
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ally.  Such  co-operation  should  be  universal.  The  com- 
panies and  their  managers  and  associates  must  have  the 
active  help  of  every  one  down  to  the  water-boy.  There 
must  be  a  frank  and  free  interchange  of  experience  and 
attainment  by  all. 

There  is  danger  to  the  manufacturer  ia  neglect  of  iu- 
dustrial  safety.  The  country  has  been  aroused  on  the 
subject.  This  has  been  done  iu  part  by  men  and  women 
whose  enthusiasm  is  honest  but  is  unhampered  by  facts, 
or  imchecked  by  the  rights  of  others.  It  has  been  done 
in  part  by  self-seeking  demagogues.  But  whether  it  has 
been  done  by  honest  lovers  of  humanity  or  by  wicked 
scoundrels,  the  fact  remains  that  known  and  serious 
abuses  in  the  industrial  world,  regarded  with  long  con- 
tinued and  callous  indifference  by  those  who  might  have 
corrected  them,  have  created  in  the  public  mind  that 
feeling  of  exasperation  and  antagonism,  which,  in  a 
country  like  ours,  spells  hasty  and  unfair  legislation. 
The  most  effective  means  for  meeting  such  a  movement 
is  to  remove  what  just  complaints  and  criticisms  there 
are. 

To  avoid  oppression  or  unjust  legislation  it  behooves 
our  manufacturers  to  do  all  in  their  power  to  reduce  to 
a  TniniTrmTn  the  suffering  due  to  accidents  to  life  and 
Hmb.  They  must  put  their  house  in  order ;  they  must  cut 
the  ground  from  under  a  movement  which  is  dangerous, 
because  there  is  some  justification  for  it ;  they  must  come 
into  the  forum  of  public  opinion  with  clean  hands.  After 
all,  it  is  a  business  proposition,  however  much  the  senti- 
mental and  humanitarian  side  may  at  first  appeal  for 
attention  and  sympathy. 
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HISTOEICAL  SKETCH 

By  Edwin  W.  DeLeon 

Fbom  the  time  whereof  the  memory  of  man  runs  not  to 
the  contrary,  the  responsibility  of  employers  for  injuries 
or  death  suffered  by  their  employees,  or  by  other  persons, 
has  been  a  part  of  the  law  of  all  nations.  Under  the 
feudal  system,  the  master  was  virtually  the  owner  of  the 
person  of  his  servant  and  was,  therefore,  not  liable  to 
such  servant  for  negligence,  but  was  answerable  in  arms 
to  persons  injured  through  the  negligence  of  his  retainers. 
Under  the  Jewish  law,  as  early  as  1500  B.  C,  "if  an 
employer  allowed  his  ox  to  gore  either  his  servant  or  a 
stranger  he  was  required  to  pay  various  compensations 
to  the  injured,  if  he  survived,  or  to  his  relatives  in  the 
event  of  the  injury  being  followed  by  death."  Under  the 
Eoman  law,  the  master's  liability  was  expressed  in  the 
maxim,  "  Sic  utere  tuo  ut  alienum  non  laedas,"  which 
doctrine  has  been  the  basis  upon  which  all  employers' 
liability  and  workmen's  compensation  legislation  has 
been  enacted. 

The  earliest  recorded  English  decision  on  the  question 
of  negligence  was  rendered  by  Lord  Holt  in  1704  in  the 
case  of  Coggs  v.  Bernard,  (2  Lord  Eaymond  909)  wherein 
the  learned  justice  defined  negligence  as  consisting  of 
three  degrees ;  namely,  gross,  ordinary  and  slight.  Under 
the  conmion  law  in  Great  Britain,  an  employer  was  liable 
for  the  acts  of  his  employees,  except  that  if  one  workman 
was  injured  through  the  negligence  of  another  workman, 
the  employer  was  not  liable.  This  was  known  as  the  doc- 
trine of  fellow  servants  or  common  employment,  and  was 
first  established  in  1837  by  Lord  Abinger  in  the  famous 
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case  of  Priestly  v.  Fowler  (3  Mees  and  W.  1).  This  case 
also  laid  down  the  principle  that  a  servant, ' '  assumes  all 
the  ordinary  risks  which  are  incidental  to  his  employ- 
ment," known  as  the  doctrine  of  "  volenti  non  fit 
injuria,"  which,  broadly  interpreted,  means  that  one  who 
voluntarily  incurs  a  risk  cannot  recover  damages  for  an 
injury  sustained  thereby. 

It  was  not,  however,  until  the  passage  of  a  statute  in 
1846,  known  as  Lord  Campbell's  Act,  that  the  represent- 
atives of  a  deceased  workman  killed  by  accident  had 
any  redress  against  his  employer,  for  under  the  common 
law  a  personal  action  died  with  the  person  entitled  to 
bring  it,  or  upon  the  death  of  the  person  against  whom  it 
could  have  been  brought  {actio  personalis  moritur  cum 
persona).  By  the  terms  of  the  act,  the  representative  of 
the  deceased  had  the  right  to  sue  for  damages  within 
twelve  months  after  the  death  of  the  injured. 

In  1875  and  1876,  bills  were  introduced  in  Parliament 
attempting  to  abolish  entirely  the  doctrine  of  common 
employment  and  the  defense  of  assumption  of  risk,  but 
these  bills  were  withdrawn  on  the  understanding  that 
Lord  Beaconsfield,  then  prime  minister,  would  have  the 
whole  subject  investigated  by  a  select  committee  of  Par- 
liament. This  committee  was  appointed  and  in  1877  sub- 
mitted a  report,  recommending  that  where  a  master  dele- 
gates his  duty  of  selecting  proper  servants,  material  and 
plant  wholly  to  agents,  such  persons  should  be  held  to  be 
the  "  alter  ego  "  of  the  master  and  not  fellow  servants 
of  the  injured  employee. 

In  1878  and  1879,  various  laws  were  proposed,  none  of 
which  passed,  but  in  1880  a  biU  was  introduced  by  Mr. 
Gladstone's  government,  which  finally  became  a  law  and 
was  known  as  the  Employers '  Liability  Act  of  1880.  This 
law  was  originally  limited  in  its  operation  to  seven  years, 
but  the  time  was  periodically  extended  imtil  the  passage 
of  the  Workmen's   Compensation  Act  of  1897.     The 
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intention  of  the  government  was  to  abolish  by  the  act  the 
doctrine  of  common  employment,  but  this  was  not  accom- 
plished, except  as  to  five  causes  of  accidents  named  in  the 
first  section  of  the  law,  as  follows : 

(1)  Defective  ways,  works,  machinery  and  plant  (if 
due  to  the  negligence  of  the  employer  or  of  the  person  to 
whom  has  been  delegated  his  duty  thereabout). 

(2)  Negligence  of  a  superintendent  (if  superintend- 
ence was  his  principal  duty,  and  he  was  not  ordinarily 
engaged  in  manual  labor). 

(3)  Negligence  of  persons  to  whom  the  employer  had 
delegated  his  powers  of  giving  orders. 

(4)  Acts  or  omissions  in  obedience  to  rules  or  by- 
laws, or  in  obedience  to  instructions  of  persons  author- 
ized by  employers  to  give  them. 

(5)  In  the  case  of  railway  companies,  the  negligent 
management  of  trains,  points  and  signals. 

The  Employers'  Liability  Act  failed  to  accomplish  the 
desired  results,  and  various  unsuccessful  attempts  were 
made  between  1882  and  1896  to  amend  the  law.  In  1897, 
the  government  made  another  attempt  to  deal  with  the 
question  and  described  the  situation  thus :  ' '  The  present 
law  is  notoriously  inadequate ;  it  fails  to  compensate  for 
accidents  if  caused  by  fellow  servants,  if  contributed  to 
by  the  injured,  and  if  resulting  from  the  risks  of  occupa- 
tion; it  causes  costly  litigation,  35  per  cent,  of  the  amoimt 
recovered  being  legal  expenses;  it  leaves  the  employer 
ignorant  of  what  his  liability  is." 

On  May  3,  1897,  the  Secretary  of  State  for  the  Home 
Department,  introduced  a  bill  to  amend  the  Employers' 
Liability  Act  of  1880,  by  adopting  the  principle  that  when 
a  person  on  his  own  responsibility  and  for  his  own  profit, 
sets  in  motion  agencies  which  create  risks  for  others,  he 
ought  to  be  civilly  responsible  for  the  consequences  of 
what  he  does.  Accordingly,  the  first  clause  of  the  bill 
that  is  known  as  the  Workmen's  Compensation  Act  of 
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1897,  provides:  "  If  in  any  employment  to  which  this 
act  applies,  personal  injury  by  accident,  arising  out  of 
and  ia  the  course  of  employment  is  caused  to  a  workman, 
his  employer  shall  be  liable  to  pay  compensation  in  ac- 
cordance with  the  first  schedule  of  this  act." 

The  scope  of  the  Act  of  1897,  is  limited  to  employment 
ia  or  about  a  railway,  factory,  mine,  quarry  or  engineer- 
ing work ;  or  a  building  that  exceeds  thirty  feet  in  height, 
constructed  or  repaired  by  means  of  scaffolding,  or  being 
demolished,  or  on  which  machinery,  driven  by  power  is 
being  used  for  such  purposes.  An  act  passed  in  1900, 
added  workmen  in  agriculture,  which  was  defined  as 
' '  including  horticulture,  forestry,  and  the  use  of  land  for 
any  purpose  of  husbandry,  inclusive  of  the  keeping  or 
breeding  of  livestock,  poultry,  or  bees,  and  the  growth  of 
fruit  and  vegetables. ' ' 

In  November,  1903,  the  home  secretary  appointed  a 
committee  to  investigate  and  report  what  amendments  in 
the  Workmen's  Compensation  law  were  necessary  or 
desirable,  also  to  what  classes  of  employment  not  already 
included  in  these  acts  could  the  acts  be  properly  extended. 
The  report  of  the  committee  resulted  in  the  passage  of 
the  Workmen's  Compensation  Act  of  1906,  enacted  De- 
cember 21,  1906,  to  take  effect  July  1,  1907,  replacing  acts 
of  1897  and  1900. 

A  brief  summary  of  the  Act  of  1906  shows  the  follow- 
ing essential  features : 

Injuries  Compensated.  Injuries  by  accident  arising 
out  of  and  in  the  course  of  the  employment  which  cause 
death  or  disable  a  workman  for  at  least  one  week  from 
earning  full  wages  at  the  work  at  which  he  was  employed. 
Compensation  is  not  paid  when  injury  is  due  to  serious 
and  wilful  misconduct,  unless  it  results  in  death  or  ser- 
ious and  permanent  disablement. 
Industries  Covered.  "  Any  employment." 
Persons   Compensated.     Any  person  regularly  em- 
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ployed  for  the  purposes  of  the  employer 's  trade  or  busi- 
ness, whose  compensation  is  less  than  £250  ($1,216.63) 
per  annum;  but  persons  engaged  in  manual  labor  only 
are  not  subject  to  this  limitation. 

GovEENMENT  EMPLOYEES.  Act  applies  to  civiliau  per- 
sons employed  under  the  Crown  to  whom  it  would  apply 
if  the  employer  were  a  private  person. 

BuKDEN  OP  Payment.  Entire  cost  of  compensation 
rests  upon  employer. 

Compensation  fob  Death,  (a)  A  sum  equal  to  three 
years'  earnings,  but  not  less  than  £150  ($729.98)  nor 
more  than  £300  ($1,459.95),  to  those  entirely  dependent 
on  earnings  of  deceased. 

(b)  A  sum  less  than  above  amount  if  deceased  leaves 
persons  partially  dependent  on  his  earnings,  amount  to 
be  agreed  upon  by  the  parties  or  fixed  by  arbitration. 

(c)  Reasonable  expenses  of  medical  attendance  and 
burial,  but  not  to  exceed  £10  ($48.67)  if  deceased  leaves 
no  dependents. 

Compensation  foe  Disability,  (a)  A  weekly  pay- 
ment during  incapacity  of  not  more  than  50  per  cent,  of 
employee's  average  weekly  earnings  during  previous 
twelve  months,  but  not  exceeding  £1  ($4.87)  per  week;  if 
incapacity  lasts  less  than  two  weeks  no  payment  is  re- 
quired for  the  first  week. 

(b)  A  weekly  payment  during  partial  disability,  not 
exceeding  the  difference  between  employee's  average 
weekly  earnings  before  injury  and  average  amount  which 
he  is  earning  or  is  able  to  earn  after  injury. 

(c)  Minor  persons  may  be  allowed  full  earnings  dur- 
ing incapacity,  but  weekly  payments  may  not  exceed  10 
shillings  ($2.43). 

(d)  A  sum  sufficient  to  purchase  a  life  annuity 
through  the  Post  Office  Savings  Bank  of  75  per  cent,  of 
annual  value  of  weekly  payments  may  be  substituted,  on 
application  of  the  employer,  for  weekly  payments  after 
six  months;  but  other  arrangements  for  redemption  of 
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weekly  payments  may  be  made  by  agreement  between 
employer  and  employee. 

Eevision  of  Benefits.  Weekly  payments  may  be  re- 
vised at  request  of  either  party,  under  regulations  issued 
by  tbe  secretary  of  state. 

Insurance.  Employers  may  make  contracts  with  em- 
ployees for  substitution  of  a  scheme  of  compensation, 
benefit,  or  insurance  in  place  of  the  provisions  of  the  act, 
if  the  registrar  of  friendly  societies  certifies  that  the 
scheme  is  not  less  favorable  to  the  workmen  and  their 
dependents  than  the  provisions  of  the  act,  and  that  a 
majority  of  the  workmen  are  favorable  to  the  substitute. 
The  employer  is  then  liable  only  in  accordance  with  the 
provisions  of  the  scheme. 

Security  of  Payments.  In  case  of  employer's  bank- 
ruptcy, the  amount  of  compensation  due  under  the  act,  up 
to  £100  ($486.65)  in  any  individual  case,  is  classed  as  a 
preferred  claim;  or  where  an  employer  has  entered  into 
a  contract  with  insurers  in  respect  of  any  liability  under 
the  act  to  any  workman,  such  rights  of  the  employer,  in 
case  he  becomes  bankrupt,  are  transferred  to  and  vested 
in  the  workman. 

Settlement  op  Disputes.  Questions  arising  under  the 
law  are  settled  either  by  a  committee  representative  of 
the  employer  and  his  workmen,  by  an  arbitrator  selected 
by  the  two  parties,  or,  if  the  parties  cannot  agree,  by  the 
judge  of  the  county  court,  who  may  appoint  an  arbitrator 
to  act  in  his  place. 

The  development  of  employers'  liability  insurance  in 
Great  Britain  has  been  remarkable  since  the  enactment 
of  the  Liability  Act  of  1880,  and  particularly  since  the 
passage  of  the  Compensation  Acts  of  1897  and  1906.  The 
business,  as  a  whole,  has  not  been  profitable,  but  it  has 
not  proven  as  disastrous  as  might  have  been  expected. 

Immediately  after  the  Act  of  1897  became  effective, 
the  leading  companies  formed  an  association  and  main- 
tained tariff  rates  for  a  time,  but  many  new  companies 
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were  organized  that  did  not  join  the  association,  and  on 
the  contrary  cut  the  tariff  rates,  which  resulted  in  the 
disruption  of  the  association  and  the  general  demoraliza- 
tion of  rates  for  several  years.    ■ 

Shortly  after  the  passage  of  the  Workmen's  Compen- 
sation Act  of  1906,  many  of  the  leading  companies,  im- 
pelled by  their  unprofitable  experience,  organized  a  new- 
tariff  association,  and  adopted  rates  designed  to  more 
adequately  meet  the  increased  liability  created  by  the 
new  law.  New  companies  continued  to  spring  up,  how- 
ever, and  as  a  rule,  did  not  join  the  tariff  association  at 
first,  with  the  result  that  at  the  end  of  1909  thirty-four 
tariff  companies  and  twenty  non-tariff  companies  were 
actively  competing  for  business  in  Great  Britain. 

Liability  Insurance  in  United  States 

The  first  policy  of  liability  insurance  in  America  was 
issued  in  the  year  1886  by  an  English  company  that  had 
shortly  before  the  date  of  that  policy  established  an 
American  branch  at  Boston.  Liability  insurance  in  this 
country  was  limited  at  first  to  indemnity  against  loss  on 
account  of  bodily  injuries  accidentally  sustained  by  em- 
ployees of  the  assured  including  such  injuries  as  result 
ia  death,  known  under  the  broad  term  of  employers*  lia- 
bility. It  soon  became  apparent,  however,  that  protection 
was  needed  against  liability  for  accidents  to  the  public 
in  general  and  to  workmen  not  employed  by  the  assured 
but  engaged  in  work  upon  the  premises  of  the  assured  or 
in  doing  part  of  the  work  originally  undertaken  by  the 
assured.  By  rapid  development,  the  scope  of  liability 
policies  was  enlarged  to  cover  these  risks  under  various 
forms  of  policies  known  as  Public  Liability,  General  or 
Landlords'  Liability,  Vehicle  Liability,  Elevator  Liabil- 
ity, and  other  forms  of  indemnity,  all  of  which  will  be 
more  specifically  described  hereafter. 
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Massachusetts  Employers'  Liability  Act 

In  1887,  the  State  of  Massachusetts  passed  the  first 
employers'  liahility  law  enacted  by  any  state  of  the 
United  States.  This  act  was  fashioned  to  a  great  extent 
after  the  English  Employers '  Liability  Act  of  1880,  that 
was  afterwards  modified  by  the  Acts  of  1897  and  1900, 
and  amended  by  the  Act  of  1906. 

The  Massachusetts  act  provides  as  follows : 

Section  1.  Where,  after  the  passage  of  this  act,  per- 
sonal injury  is  caused  to  an  employee,  who  is  himself  in 
the  exercise  of  due  care  and  diligence  at  the  time. 

(1)  By  reason  of  any  defect  in  the  condition  of  the 
ways,  works  or  machinery  connected  with  or  used  in  the 
business  of  the  employer,  which  arose  or  had  not  been 
discovered  or  remedied,  owing  to  the  negligence  of  the 
employer  or  of  any  person  in  the  service  of  the  employer 
and  intrusted  by  him  with  the  duty  of  seeiug  that  the 
ways,  works  or  machinery  were  in  proper  condition ;  or 

(2)  By  reason  of  the  negligence  of  any  person  in  the 
service  of  the  employer,  intrusted  with  and  exercising 
superintendence,  whose  sole  and  principal  duty  is  that  of 
superintendence ; 

(3)  By  reason  of  the  negligence  of  any  person  in  the 
service  of  the  employer  who  has  the  charge  or  control  of 
any  signal,  switch,  locomotive  engine,  or  train  upon  a 
railroad,  the  employee,  or,  in  case  the  injury  results  in 
death,  the  legal  representative  of  such  employee  shall 
have  the  same  right  of  compensation  and  remedies 
against  the  employer  as  if  the  employee  had  not  been  an 
employee  of  nor  in  the  service  of  the  employer,  nor  en- 
gaged in  its  work. 

Sec.  2.  Where  an  employee  is  instantly  killed  or  dies 
without  consciously  suffering,  as  the  result  of  the  negli- 
gence of  an  employer,  or  of  the  negligence  of  any  person 
for  whose  negligence  the  employer  is  liable  under  the 
provisions  of  this  act,  the  widow  of  the  deceased,  or,  in 
case  there  is  no  widow,  the  next  of  kin,  provided  that 
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such  next  of  kin  were  at  the  time  of  the  death  of  such  em- 
ployee dependent  upon  the  wages  of  such  employee  for 
support,  may  maintain  an  action  for  damages  therefor 
and  may  recover  in  the  same  manner,  to  the  same  extent, 
as  if  the  death  of  the  deceased  had  not  been  instantane- 
ous, or  as  if  the  deceased  had  consciously  suffered. 

Sec.  3.  The  amount  of  compensation  receivable  under 
this  act  in  cases  of  personal  injury  shall  not  exceed  the 
sum  of  $4000.  In  case  of  death,  compensation  in  lieu 
thereof  may  be  recovered  in  not  less  than  $500  nor  more 
than  $5000,  to  be  assessed  with  reference  to  the  degree 
of  culpability  of  the  employer  herein,  or  the  person  for 
whose  negligence  he  is  made  liable ;  and  no  action  for  the 
recovery  of  compensation  for  injury  or  death  under  this 
act  shall  be  maintained  unless  notice  of  the  time,  place 
and  cause  of  the  injury  is  given  to  the  employer  within 
thirty  days,  and  the  action  is  commenced  within  one  year 
from  the  occurrence  of  the  accident  causing  the  injury  or 
death.  But  no  notice  given  under  the  provisions  of  this 
section  shall  be  deemed  to  be  invalid  or  insufficient  solely 
by  reason  of  any  inaccuracy  in  stating  the  time,  place  or 
cause  of  the  injury,  provided  it  is  shown  that  there  was 
no  intention  to  mislead  and  that  the  party  entitled  to 
notice  was  not  in  fact  misled  thereby. 

Sec.  4.  Whenever  an  employer  enters  into  a  contract, 
either  written  or  verbal,  with  an  independent  contractor 
to  do  part  of  such  employer's  work,  or  whenever  such 
contractor  enters  into  a  contract  with  a  sub-contractor  to 
do  all  or  any  part  of  the  work  comprised  in  such  con- 
tractor's contract  with  the  employer,  such  contract  or 
sub-contract  shall  not  bar  the  liability  of  the  employer 
for  injuries  to  the  employees  of  such  contractor  or  sub- 
contractor, by  reason  of  any  defect  in  the  condition  of  the 
ways,  works,  machinery  or  plant,  if  they  are  the  property 
of  the  employer,  or  furnished  by  him,  and  if  such  defect 
arose  and  had  not  been  discovered  or  remedied,  through 
the  negligence  of  the  employer  or  of  some  person  intrust- 
ed by  him  with  the  duty  of  seeing  that  they  were  in 
proper  condition. 
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Sec.  5.  An  employee  or  Ms  legal  representative  shall 
not  be  entitled  under  this  act  to  any  right  or  compensa- 
tion or  remedy  against  his  employer  in  any  case  where 
such  employee  knew  of  the  defect  or  negligence  which 
caused  the  injury,  and  failed  within  a  reasonable  time  to 
give,  or  cause  to  be  given,  information  thereof  to  the  em- 
ployer or  to  some  person  superior  to  himself  in  the  serv- 
ices of  the  employer,  who  had  intrusted  to  him  some 
general  superintendence. 

Sec.  6.  An  employer  who  shall  have  contributed  to  an 
insurance  fund  created  and  maintained  for  the  mutual 
purpose  of  indemnifying  an  employee  for  personal  in- 
juries for  which  compensation  may  be  recovered  under 
this  act,  or  to  any  relief  society  formed  under  chapter 
244  of  the  acts  of  the  year  1882,  as  authorized  by  chapter 
125  of  the  acts  of  the  year  1886,  may  prove,  in  mitiga- 
tion of  the  damages  recoverable  by  an  employee  under 
this  act,  such  proportion  of  the  pecuniary  benefit  which 
has  been  received  by  such  employee  from  any  such  fund 
or  society  on  account  of  such  contribution  of  said  em- 
ployer, as  the  contribution  of  such  employer  to  such  fund 
or  society  bears  to  the  whole  contribution  thereto. 

Sec.  7.  This  act  shall  not  apply  to  injuries  caused  to 
domestic  servants,  or  farm  laborers,  by  other  fellow  em- 
ployees, and  shall  take  effect  on  the  first  day  of  Septem- 
ber, 1887. 

The  following  amendment  was  subsequently  adopted: 

Section  1.  Section  3  of  chapter  270  of  the  acts  of  the 
year  1887  is  hereby  amended  by  inserting  after  the  word 
"  death  "  in  the  thirteenth  line  thereof  the  following 
words :  ' '  The  notice  required  by  this  section  shall  be  in 
writing,  signed  by  the  person  injured  or  by  some  one  in 
his  behalf;  but  if  from  physical  or  mental  incapacity  it 
is  impossible  for  the  person  injured  to  give  the  notice 
within  the  time  provided  in  said  section,  he  may  give  the 
same  within  ten  days  after  such  incapacity  is  removed, 
and  in  case  of  his  death  without  having  given  the  notice 
and  without  having  been  for  ten  days  at  any  time  after 
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Ms  injury  of  sufficient  capacity  to  give  the  notice,  his  ex- 
ecutor or  administrator  may  give  such  notice  within 
thirty  days  after  his  appointment." 
Seo.  2.     This  act  shall  take  effect  upon  its  passage. 

New  York  Employers'  Liability  Law 

Other  states  were  not  slow  to  follow  the  lead  of  Massa- 
chusetts and  ia  1902,  the  State  of  New  York  enacted  the 
first  Employers'  Liability  Law  in  that  state,  known  as 
chapter  600  of  the  Laws  of  1902,  effective  July  1,  1902, 
which  provides  as  follows : 

Section  1.  "Where,  after  this  act  takes  effect,  personal 
injury  is  caused  to  an  employee  who  is  himself  iu  the  ex- 
ercise of  due  care  and  diligence  at  the  time: 

(1)  By  reason  of  any  defect  in  the  condition  of  the 
ways,  works  or  machinery  connected  with  or  used  iu  the 
busuiess  of  the  employer  which  arose  from  or  had  not 
been  discovered  or  remedied  owing  to  the  negligence  of 
the  employer,  or  of  any  person  in  the  service  of  the  em- 
ployer and  intrusted  by  him  with  the  duty  of  seeing  that 
the  ways,  works  or  machinery  were  in  proper  condition ; 

(2)  By  reason  of  the  negligence  of  any  person  in  the 
service  of  the  employer  intrusted  with  and  exercising 
superintendence  whose  sole  or  principal  duty  is  that  of 
superintendence,  or  in  the  absence  of  such  superintend- 
dent,  of  any  person  acting  as  superintendent  with  the 
authority  or  consent  of  such  employer; 

(3)  The  employee,  or  in  case  the  injury  results  in 
death  the  executor  or  administrator  of  a  deceased  em- 
ployee who  has  left  him  surviving  a  husband,  wife,  or 
next  of  kin,  shall  have  the  same  right  of  compensation 
and  remedies  against  the  employer  as  if  the  employee 
had  not  been  an  employee  of  nor  in  the  service  of  the 
employer  nor  engaged  in  his  work.  The  provisions  of 
law  relating  to  actions  for  causing  death  by  negligence, 
so  far  as  the  same  are  consistent  with  this  act,  shall  ap- 
ply to  an  action  brought  by  an  executor  or  administrator 
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of  deceased  employee  suing  under  the  provisions  of  this 
act. 

Sec.  2.  No  action  for  recovery  of  compensation  for 
injury  or  death  under  this  act  shall  be  maintained  unless 
notice  of  the  time,  place  and  cause  of  the  injury  is  given 
to  the  employer  within  one  hundred  and  twenty  days,  and 
the  action  is  commenced  within  one  year  after  the  occur- 
rence of  the  accident  causing  the  injury  or  death.  The 
notice  required  by  this  section  shall  be  in  writing  and 
signed  by  the  person  injured  or  by  some  one  in  his  be- 
half, but  if  from  physical  or  mental  incapacity  it  is 
impossible  for  the  person  injured  to  give  notice  within 
the  time  provided  in  said  section,  he  may  give  the  same 
within  ten  days  after  such  incapacity  is  removed.  In 
case  of  his  death  without  having  given  such  notice,  his 
executor  or  administrator  may  give  such  notice  within 
sixty  days  after  his  appointment,  but  no  notice  under 
this  section  shall  be  deemed  to  be  invalid  or  insufficient 
solely  by  reason  of  any  inaccuracy  in  stating  the  time, 
place  or  cause  of  the  injury  if  it  be  shown  that  there  was 
no  intention  to  mislead,  and  that  the  party  entitled  to 
notice  was  not  in  fact  misled  thereby.  The  notice  re- 
quired by  this  section  shall  be  served  on  the  employer,  or 
if  there  is  more  than  one  employer,  upon  one  of  such  em- 
ployers, and  may  be  served  by  delivering  the  same  to  or 
at  the  residence  or  place  of  business  of  the  person  on 
whom  it  is  to  be  served.  The  notice  may  be  served  by 
post,  by  letter  addressed  to  the  person  on  whom  it  is  to 
be  served,  at  his  last  known  place  of  residence  or  place 
of  business,  and  if  served  by  post  shall  be  deemed  to 
have  been  served  at  the  time  when  the  letter  containing 
the  same  would  be  delivered  in  the  ordinary  course  of 
the  post.  When  the  employer  is  a  corporation,  notice 
shall  be  served  by  delivering  the  same  or  by  sending  it 
by  post  addressed  to  the  office  or  principal  place  of  busi- 
ness of  such  corporation. 

Sec.  3.  An  employee,  by  entering  upon  or  continuing 
in  the  service  of  the  employer  shall  be  presumed  to  have 
assented  to  the  necessary  risks  of  the  occupation  or  em- 
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ployment  and  no  others.  The  necessary  risks  of  the  oc- 
cupation or  employment  shall,  in  all  cases  arising  after 
this  act  takes  effect,  be  considered  as  including  those 
risks,  and  those  only,  inherent  in  the  nature  of  the  busi- 
ness which  remain  after  the  employer  has  exercised  due 
care  in  providing  for  the  safety  of  his  employees,  and 
has  complied  with  the  laws  affecting  or  regulating  such 
business  or  occupation  for  the  greater  safety  of  such 
employees.  In  an  action  maintained  for  the  recovery 
of  damages  for  personal  injuries  to  an  employee  re- 
ceived after  this  act  takes  effect,  owing  to  any  cause  for 
which  the  employer  would  otherwise  be  liable,  the  fact 
that  the  employee  continued  in  the  service  of  the  em- 
ployer in  the  same  place  and  course  of  employment  after 
the  discovery  by  such  employee,  or  after  he  had  been  in- 
formed of  the  danger  of  personal  injury  therefrom,  shall 
not,  as  a  matter  of  law,  be  considered  as  an  assent  by 
such  employee  to  the  existence  or  continuance  of  such 
risks  or  personal  injury  therefrom,  or  as  negligence  con- 
tributing to  such  injury.  The  question  whether  the  em- 
ployee understood  and  assumed  the  risk  of  such  injury, 
or  was  guilty  of  contributory  negligence,  by  his  continu- 
ance in  the  same  place  and  course  of  employment  with 
knowledge  of  the  risk  of  injury,  shall  be  one  of  fact,  sub- 
ject to  the  usual  powers  of  the  court  in  a  proper  case  to 
set  aside  a  verdict  rendered  contrary  to  the  evidence. 
An  employee,  or  his  legal  representative,  shall  not  be 
entitled  under  this  act  to  any  right  of  compensation  or 
remedy  against  the  employer  in  any  case  where  such 
employee  knew  of  the  defect  or  negligence  which  caused 
the  injury  and  failed,  within  a  reasonable  time,  to  give, 
or  cause  to  be  given,  information  thereof  to  the  employer, 
or  to  some  person  superior  to  himself  in  the  service  of 
the  employer  who  had  intrusted  to  him  some  general 
superintendence,  unless  it  shall  appear  on  the  trial  that 
such  defect  or  negligence  was  known  to  such  employer, 
or  superior  person,  prior  to  such  injuries  to  the  em- 
ployee. 
Sec.  4.    An  employer  who  shall  have  contributed  to 
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an  insurance  fund  created  and  maintained  for  the  mutual 
purpose  of  indemnifying  an  employee  for  personal  in- 
juries, for  which  compensation  may  be  recovered  under 
this  act,  or  to  any  relief  society  or  benefit  fund  created 
under  the  laws  of  this  State,  may  prove  in  mitigation  of 
damages  recoverable  by  an  employee  under  this  act  such 
proportion  of  the  pecuniary  benefit  which  has  been  re- 
ceived by  such  employee  from  such  fund  or  society  on 
account  of  such  contribution  of  employer  as  the  contribu- 
tion of  such  employer  to  such  fund  or  society  bears  to  the 
whole  contribution  thereto. 

Sec.  5.  Every  existing  right  of  action  for  negligence 
or  to  recover  damages  for  injuries  resulting  in  death  is 
continued,  and  nothing  in  this  act  contained  shaU  be  con- 
strued as  limiting  any  such  right  of  action,  nor  shall  the 
failure  to  give  the  notice  provided  for  in  Section  2  of  this 
act  be  a  bar  to  the  maintenance  of  a  suit  upon  any  such 
existing  right  of  action. 

Sec.  6.    This  act  shall  take  effect  July  1, 1902. 

Many  states  have  passed  laws  regulating  the  liability 
of  employers  for  injuries  to  employees,  including  the  lia- 
bility of  railroad  companies  for  accidents  to  their  em- 
ployees. A  list  of  such  states  arranged  alphabetically 
follows : 

Alabama (Code  1897) 

Arizona (Statutes  1901) 

Arkansas  (Statutes  1904)     (Acts  1907) 

California (Acts  1907) 

Colorado (Statutes  1904) 

Connecticut  (Statutes  1902) 

Florida   (Statutes  1906) 

Georgia (Code  1895) 

Illinois   (Statutes  1896)     (Acts  1899) 

Indiana (Statutes  1901) 

Iowa   (Acts  1907) 

Kansas  (Statutes  1901)     (Acts  1903) 

Louisiana (Code  1887) 

Maryland  (Code  1888) 
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Massachusetts  (Laws  1902) 

Minnesota   (Laws  1905) 

Mississippi    (Code  1906)     (Acts  1910) 

Missouri   (Statutes  1899)     (Acts  1907) 

Montana   (Code  1895)     (Acts  1905) 

Nebraska  (Acts  1907) 

New  Jersey (Acts  1911)   (Acts  1905) 

(Acts  1907) 

Nevada  (Laws  1897) 

New  Mexico (Acts  1910) 

New  York  (Statutes  1905) 

North  Carolina (Code  1905)     (Acts  1907) 

North  Dakota (Statutes,  third  edition) 

Ohio    (Acts  1902;  1904;  1910) 

Oklahoma (Constitution  1907) 

Oregon  (Acts  1903)     (Acts  1910) 

Pennsylvania    (Acts  1907) 

Porto  Eico (Statutes  1902) 

Ehode  Island (Laws  1896) 

South  Carolina (Constitution;    Code    1902;    Acts 

1903) 

South  Dakota (Code  1903)     (Acts  1907) 

Texas   (Acts  1897)     (Acts  1905) 

Utah  (Statutes  1898) 

Virginia   (Constitution)     (Code  1904) 

(Acts  1910) 

Washington (Acts  1905)     (Acts  1911) 

Wisconsin    (Statutes  1898) 

Wyoming (Constitution) 

United  States (Acts  1906)     (Acts  1908) 

Massachusetts  Liability  Loss  Reserve  Law 

The  development  of  liability  insurance  in  America  has 
been  remarkable,  especially  during  the  past  fifteen  years, 
from  1897  to  1911.  For  many  years  it  was  difficult  to 
secure  reliable  statistics,  showing  the  operations  of  the 
companies,  but  in  1905  the  state  of  Massachusetts  passed 
the  first  liability  loss  reserve  law  to  be  enacted  by  any 
state  and  it  may  properly  be  said  that  this  act  marked 


200  LIABILITY  INSURANCE 

the  first  step  in  the  conservative  and  scientific  conduct  of 
liability  insurance  in  the  United  States.  Owing  to  the 
importance  of  this  law,  and  its  far-reaching  influence 
upon  liability  business  throughout  the  country,  it  is 
advisable  to  give  the  provisions  of  the  act  in  full: 

Section  1.  Every  insurance  company  which  has  for 
ten  years  or  more  undertaken  to  insure  persons,  firms  or 
corporations  against  loss  or  damage  on  account  of  the 
bodily  injury  or  death  by  accident  of  any  person  forwhich 
loss  or  damage  said  persons,  firms  or  corporations  are 
respectively  responsible  shall,  on  or  before  the  first  day 
of  October  in  each  year,  render  to  the  insurance  commis- 
sioner a  statement  in  writing  of  its  business  transacted 
in  the  LTnited  States,  which  shall  show  separately  for  each 
of  the  five  calendar  years  constituting  the  first  half  of  the 
period  of  ten  years  next  preceding  the  thirty-first  day  of 
December  of  the  year  in  which  the  statement  is  made: 

(1)  The  number  of  persons  reported  injured  under 
all  its  forms  of  liability  policies,  whether  such  injuries 
were  reported  to  the  home  office  of  the  company  or  to  any 
of  its  representatives,  and  whether  such  injuries  resulted 
in  loss  to  the  company  or  not ; 

(2)  The  amount  that,  on  or  before  the  thirty-first  day 
of  August  of  the  year  in  which  the  statement  is  made,  had 
been  paid  on  account  or  in  consequence  of  all  injuries  so 
reported,  including  therein  all  payments  on  suits  arising 
from  such  injuries ; 

(3)  The  number  of  suits  or  actions  under  such  policies 
on  account  of  injuries  reported  which  have  been  settled 
either  by  payment  or  compromise; 

(4)  The  amount  paid  in  settlement  of  such  suits  or 
actions  on  or  before  the  thirty-first  day  of  August  of  the 
year  when  the  statement  is  made,  including  therein  aU 
payments  made  on  account  or  in  consequence  of  injuries 
from  which  the  suits  arose,  whether  prior  to  or  later  than 
the  date  when  the  suits  were  brought. 

Sec.  2.    Every  such  company  shall  in  its  financial 
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statements  hereafter  made  in  this  commonwealth  use  the 
experience  so  ascertained  for  computing  its  outstanding 
losses  under  all  its  forms  of  liability  policies,  irrespective 
of  the  date  when  the  policies  are  issued.  The  average 
cost  per  suit  of  settling  such  cases,  as  computed  by  the 
data  required  in  the  preceding  section,  shall  be  multiplied 
by  the  number  of  suits  or  actions  pending  on  account  of 
injuries  reported  prior  to  eighteen  months  previous  to  the 
date  on  which  the  condition  of  the  company  is  to  be  ascer- 
tained and  shown,  which  suits  or  actions  are  being  de- 
fended for  or  on  account  of  a  holder  of  any  such  policy; 
also  the  average  cost  on  account  of  each  injured  person, 
determined  as  aforesaid  from  the  company's  experience, 
shall  be  multiplied  by  the  number  of  injuries  reported 
within  the  eighteen  months  prior  to  making  the  statement 
of  the  company's  condition,  whether  such  injuries  were 
reported  to  the  home  office  of  the  company  or  to  any  of  its 
representatives.  From  the  sum  of  these  two  products 
so  ascertained  there  shall  be  deducted  the  amount  of  all 
payments  made  on  account  or  in  consequence  of  said 
injuries  reported  within  eighteen  months,  this  amount  so 
deducted  to  be  taken  as  of  the  date  at  which  the  said 
statement  is  made.  The  sum  remaining  after  making  this 
deduction  shall  be  charged  as  the  liability  of  the  company 
on  account  of  outstanding  losses. 

Sec.  3.  Any  admitted  company  issuing  liability  con- 
tracts which  by  reason  of  its  limited  experience  in  lia- 
bility underwriting  cannot  furnish  the  information  re- 
quired by  section  one  shall,  nevertheless,  until  it  is  able 
to  comply  with  said  requirements,  be  charged  with  a  lia- 
bility for  outstanding  losses  upon  all  kinds  of  its  liability 
policies  of  an  amount  not  less  than  the  amount  resulting 
from  the  following  process:  The  number  of  suits  or 
actions  pending  on  account  of  injuries  reported  prior  to 
eighteen  months  previous  to  the  date  of  making  up  the 
statement,  whether  such  injuries  were  reported  to  the 
home  office  of  the  company  or  to  any  of  its  representa- 
tives, which  are  being  defended  on  account  of  the  holder 
of  any  policy,  shall  be  multiplied  by  the  average  cost  per 
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suit  as  shown  by  the  average  experience  of  all  other  ad- 
mitted liability  companies,  ascertained  from  the  data 
required  by  section  one;  also  the  number  of  injuries  re- 
ported imder  said  policies  at  any  time  within  eighteen 
months  of  making  up  the  statement,  whether  reported  to 
the  home  office  of  the  company  or  to  any  of  its  representa- 
tives and  whether  such  injuries  resulted  tu  loss  to  the 
company  or  not,  shall  be  multiplied  by  the  average  cost 
for  each  injured  person  as  shown  by  the  average  of  said 
experience  of  all  other  admitted  liability  companies, 
ascertained  from  the  data  required  by  section  one.  From 
the  sum  of  these  two  products  there  shall  be  deducted  the 
amount  of  all  payments  made  on  account  or  in  conse- 
quence of  said  injuries  reported  within  eighteen  months, 
this  amount  to  be  taken  as  of  the  date  at  which  the  state- 
ment is  made.  A  sum  not  less  than  the  amoimt  remaining 
after  this  deduction  shall  be  charged  as  a  liability  for 
outstanding  losses  to  liability  companies  covered  by  the 
provisions  of  this  section.  The  average  cost  for  suits  and 
for  injured  persons  required  by  this  section  shall,  on  or 
before  the  first  day  of  December  of  each  year,  be  fur- 
nished by  the  insurance  commissioner  to  every  such  com- 
pany which  has  not  had  an  experience  of  ten  years  in 
liability  underwriting. 

Sec.  4.     This  act  shall  take  effect  upon  its  passage. 

The  first  report  under  the  new  law  was  rendered  by  the 
companies  on  October  1,  1906,  covering  ten  years  from 
1897  to  1906,  divided  into  five-year  periods,  that  is  from 
1897  to  1901,  and  from  1902  to  1906.  The  following  tables 
give  the  figures  in  detail  upon  which  the  reserve  for  un- 
settled losses  was  computed  on  December  31,  1906,  by 
each  company  reporting  to  the  Massachusetts  Insurance 
Department.  It  will  be  noted  that  the  total  premiums 
received  for  the  period  in  question  amounted  to 
$110,183,588;  the  number  of  persons  reported  injured 
was  1,380,447;  the  amount  paid  on  account  of  injuries 
reported  was  $30,589,899;  the  number  of  suits  settled 
was  30,568;  the  amount  paid  on  suits  settled  was  $14,- 
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889,181 ;  the  number  of  outstanding  suits  was  11,866.  The 
premiums  received  in  the  year  1906  amounted  to  $18,781,- 
693.25. 

In  1887,  total  premiums  secured  by  all  companies  trans- 
acting liability  insurance  in  the  United  States  were  only 
$203,132.  At  the  expiration  of  five  years,  that  is  at  the 
end  of  1891,  total  premiums  amounted  to  $2,126,286;  at 
the  end  of  1896,  these  premiums  had  increased  to 
$4,205,902.  At  the  end  of  1901,  a  further  increase  was 
made  to  $8,328,834;  at  the  end  of  1906,  these  premiums 
had  reached  the  great  aggregate  of  $18,781,693.  In  other 
words,  the  business  of  liability  insurance  in  this  country 
was  ninety  times  greater  at  the  end  of  1906  than  it  was  at 
the  inception  of  the  business  twenty  years  before.  For 
ten  years,  from  1887  to  1896,  inclusive,  total  premiimis 
equalled  $20,972,  991,  or  at  the  rate  of  $2,097,699  a  year, 
while  for  the  ten-year  period,  from  1897  to  1906,  inclusive, 
these  premiums  had  increased  to  the  enormous  sum  of 
$110,183,588,  or  at  the  rate  of  $11,018,358  a  year.  It 
wiU  be  noted,  therefore,  that  the  average  of  business 
annually  for  the  second  period  of  ten  years  was  over  five 
times  greater  than  for  the  first  ten-year  period.  It  will 
be  further  observed  that  total  premiums  for  the  first 
twenty  years  aggregated  $131,156,579,  or  an  average  of 
$6,557,823  a  year. 
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In  striking  contrast  to  the  figures  shown  by  the  pre- 
ceding tables,  the  experience  of  practically  the  same  com- 
panies for  ten  years  ending  December  31,  1910,  is  worthy 
of  careful  study.  The  total  premiums  reported  to 
the  Massachusetts  department  by  fourteen  companies 
amounted  to  $181,276,782;  the  number  of  pending  suits 
was  13,001 ;  the  total  number  of  suits  brought  was  84,908, 
of  which  number  71,907  suits  were  settled.  For  the  period 
from  January  1,  1906,  to  August  31,  1910,  that  is  to  say, 
for  the  first  four  years  and  eight  months  after  the  effec- 
tive date  of  the  Massachusetts  Loss  Reserve  Law,  the 
showing  as  to  the  number  of  injuries  reported  and  the 
number  of  suits  settled  leads  to  some  interesting  conclu- 
sions. The  total  number  of  injuries  reported  was 
1,658,581;  the  total  amount  paid  on  account  of  such  in- 
juries was  $37,142,355;  the  average  cost  of  each  injury 
was  $22.39;  the  number  of  suits  settled  was  32,298;  the 
total  amount  paid  for  suits  settled  was  $14,598,558;  the 
average  cost  of  each  suit  settled  was  $451.99.  It  will  be 
noted,  however,  that  the  number  of  injuries  reported  dur- 
ing eighteen  months  to  date  of  statement,  upon  which  a 
reserve  must  be  maintained,  was  770,959 ;  that  the  average 
cost  of  each  such  injury  was  $27.98 ;  that  the  number  of 
suits  pending  on  account  of  accidents  reported  eighteen 
months  prior  to  date  of  statement  was  5,124,  and  that  the 
average  cost  of  such  suits  was  $517.78.  The  net  reserve 
for  suits  under  the  law  was  on  December  31,  1910, 
$2,644,019,  and  for  injuries  reported  was  $11,088,102,  or 
a  total  reserve  for  suits  and  injuries  of  $13,732,121. 

Table  I.  Total  number  of  suits  defended  by  each  com- 
pany xmder  liability  policies  during  ten  years  ending 
December  31,  1910;  the  total  number  of  such  suits 
settled;  the  percentage  of  suits  settled  to  the  total 
number  of  suits  brought;  the  number  of  suits  pending 
on  December  31,  1910,  and  the  percentage  of  suits 
pending  to  the  total  number  of  suits  brought.    The 
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column  "  Total  Number  of  Suits  Brought  "  was  ob- 
tained by  adding  the  settled  suits  reported  on  August 
31,  1910,  to  the  pending  suits  on  December  31,  1910, 
and  gives  the  best  obtainable  basis  for  a  ten-year 
period.  This  table  gives  a  fair  statement  of  suit  ex- 
perience of  companies  named  therein,  inasmuch  as  the 
period  between  August  31,  and  December  31,  1910, 
comprises  only  four  months  out  of  a  total  of  120 
months. 


Company. 

Total 
number 
of  suits 
brought. 

Number 
of  suits 
settled. 

Percentage  of 

suits  settled 

to  total  No. 

of  suits 

brought. 

Number 
of  suits 
pending. 

Percentage  of 

suits  pending 

to  total  No. 

of  suits 

brought. 

JEinB.  Life  Insurance  Co 

11,777 
1,149 
3,549 
8,320 
6,733 
4,780 
2,319 
5,028 
7,824 
2,287 
4,507 
2,744 

21,447 
2,444 

10,192 
700 
2,874 
7,249 
5,652 
4,271 
1,726 
3,989 
6,909 
2,022 
3,888 
2.339 

17,826 
2,270 

86.54 
60.93 
80.98 
87.13 
83.94 
89.35 
74.43 
79.33 
88.31 
88.41 
86.26 
85.24 
83.11 
92.87 

1,585 
449 
675 

1,071 

1,081 
509 
593 

1,039 
915 
265 
619 
405 

3,621 
174 

13.46 
39.07 

Casualty  Co.  of  America 

Employers'  Liab.  Assur.  Corp. 
Fidelity  &  Casualty 

19.02 
12.87 
16.08 

Frankfort  M.,  A.  &  P.  G 

General  Accident  Assur.  Corp. 
London  Guarantee  &  Accident 

10.65 
25.57 
20.67 
11.69 

New  Amsterdam  Casualty.  .  . 
Ocean  Accident  &  Guarantee . . 

11.59 
13.74 
14.76 

Travelers  Insurance  Co 

United  States  Casualty 

16.89 
7.12 

Totals  and  average 

84,908 

71,907 

84.69 

13,001 

15.41 

Table  II.  Number  of  suits  pending  under  liability  poli- 
cies of  each  company  December  31,  1910,  by  years  in 
which  the  policies  were  issued. 


Prior 

Total 

Company 

to 

for  10 

1901 

1901 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

years 

*Mtnsk  Life  Insurance  Co . . . 

9 

18 

43 

93 

147 

326 

560 

389 

1,585 

tAmerican  Fidelity 

tCasualty  Co.  of  America . . 

2 

15 

30 

89 

162 

151 

449 

7 

8 

15 

49 

1U4 

292 

2UU 

676 

Employers'  Liab.  Ass.  Corp. 

2 

1 

3 

5 

12 

22 

63 

107 

195 

417 

246 

1,071 

Fidelity  &  Casualty 

17 

8 

11 

11 

17 

42 

70 

125 

214 

3V8 

20b 

1,081 

FrankfortM.,  A.  &P.  G.... 

3 

3 

7 

7 

13 

19 

25 

46 

106 

187 

96 

609 

General  Ace.  Assur.  Corp .  .  . 

1 

1 

2 

1 

19 

48 

97 

259 

165 

693 

London  Guar.  &  Accident .  . 

4 

3 

8 

11 

24 

33 

75 

109 

183 

422 

IV 1 

1,039 

Maryland  Casual^ 

New  Amsterdam  Casualty . . 

7 

4 

3 

8 

11 

11 

30 

78 

173 

4U0 

197 

915 

1 

4 

1 

4 

25 

38 

112 

80 

265 

Ocean  Accident  &  Guar. . . . 

1 

2 

H 

11 

H 

24 

68 

117 

246 

139 

619 

Standard  Accident 

2 

2 

9 

9 

17 

35 

73 

162 

98 

405 

Travelers  Insurance  Co ... . 

fi 

4 

14 

40 

46 

167 

290 

470 

704 

1102 

784 

3,621 

United  States  Casualty .... 

1 

1 

2 

4 

3 

19 

31 

84 

29 

174 

•Began  writing  liability  insurance  1902.     fBegan  writing  liability  insurance  1903. 

Table  III.  Number  of  suits  pending  on  accidents  re- 
ported eighteen  months  prior  to  December  31,  1910; 
average  cost  of  each  such  suit;  reserve  for  suits  as 
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required  by  latv;  number  of  injuries  reported  during 
eighteen  months  to  December  31, 1910;  average  cost  of 
each  such  injury;  gross  reserve  for  injuries  reported 
as  required  by  law;  payments  made  on  account  of 
injuries  reported  within  eighteen  months;  net  reserve. 
Companies  that  have  been  writing  liability  insurance 
for  less  than  ten  years  {marked  *)  are  required  by 
law  to  take  the  averaae  of  those  companies  that  have 
been  writing  liability  insurance  for  ten  years  or  more. 


Company. 

Average 

cost  of 

each  suit. 

No.  of  suits 

pending  on 

accidents 

reported 

IS  months 

prior  to  date 

of  statement. 

Reserve 

for  suits  as 

required 

by  law. 

No.  of 
injuries 
reported 
during 
18  months 
to  date  of 
statement. 

Average 

cost 
of  each 
injury 

reported. 

Mtntk  Life  Insurance  Co.*. . . 
American  Fidelity* 

$513.14 
613.14 
613.14 
503.81 
687.12 
472.75 
414.57 
610.36 
445.53 
362.36 
621.11 
489.57 
481.51 
383.13 

660 
109 
164 
381 
465 
215 
173 
427 
299 

69 

183 

161 

1,810 

38 

$338,672.40 

55,932.26 

84,164.96 

191,961.61 

312,639.60 

101,641.24 

71,720.61 

260,623.72 

133,213.47 

20,789.24 

113,663.13 

73,925.07 

871,533.10 

14,558.94 

97,456 

9,532 

31,903 

103,730 
49,938 
30,412 
18,894 
63,586 
61,036 
8,862 
54,451 
36,731 

182,345 
23,103 

$27.55 
27  56 

Casualty  Co.  of  America* .  . . 
Employers'  Liab.  Assu.  Corp. 

Fidelity  *  Casualty 

Frankfort  M.,  A.  &  P.  G. . . . 
General  Accident  Assu.  Corp. 
London  Guarantee  &  Accid't 

27.55 
22.33 
40.27 
24.88 
30.05 
23.02 

New  Amsterdam  Casualty. . . 
Ocean  Accident  &  Guarantee 

28.79 
29.48 

Travelers  Insurance  Co 

United  States  Casualty 

29.63 
23.45 

Total  and  averages 

$517.78 

5,124 

$2,644,019.36 

770,959 

27.98 

Company. 

Gross  reserve 

for  notices  as 

required  by  law. 

Deduct  payments 

on  account 
accidents  reported 
within  18  months. 

Net  reserve 

as  required 

by  law. 

Aetna  Life  Insurance  Co 

$3,023,557.65 

318,638.86 

963,082.61 

2,508,242.51 

2,323,642.86 

868,291.81 

639,485.31 

1,724,350.42 

2,042,419.65 

276,926.22 

1,718,878.61 

887,467.21 

6,274,415.45 

556,324.29 

$2,059,752.12 
191,509.45 
644,151.99 

1,429,533.30 

1,092,889.68 
604,066.46 
507,881.17 
928,404.96 

1,079,293.87 
187,195.40 
786,577.62 
604,834.28 

2,612,016.34 
498,424.08 

$963,805.53 
127,029.41 

Casualty  Co.  of  America 

Employers*  Liability  Assu.  Corp . 

318,930.62 
1,078,709.21 
1,230,753.18 

Frankfort  M.,  A.  &  P.  G 

General  Accident  Assu.  Corp .... 
London  Guarantee  &  Accident. .  . 

354,235.35 
131,604.14 
795,946.46 
968,125,68 

New  Amsterdam  Casualty 

Ocean  Accident  &  Guarantee .... 
Standard  Accident 

88,730.82 
932,301.09 
382,632.93 

Travelers  Insurance  Co 

United  States  Casualty 

3,662,399.11 
67,900.23 

$24,114,623.36         $13,026,520.60 

$11,088,102.76 

Table  IV.  Total  number  of  injuries  reported  between 
January  1, 1906,  and  August  31, 1910;  amount  paid  on 
account  of  such  injuries;  average  cost  of  each  injury 
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reported;  number  of  suits  settled;  amount  paid  on 
suits  settled;  average  cost  of  each  suit  settled. 


Company. 

No.  of 
injuries 
reported. 

Am't  paid 
on  injuries 
reported. 

Ave.  cost 
of  each 
injury 

reported. 

No.  of 

suits 

settled. 

Am't  paid 
on  suits 
settled. 

Average 
cost  of 

each 

suit. 

.Etna  Life  Insurance  Co 

219,671 
13,793 
69,154 

237,654 

114,775 
66,560 
35,745 

130,718 

112,046 
19,885 

102,915 
79,472 

413,301 
42,902 

$5,719,900 

355,044 
1,703,661 
4,231,757 
3,220,207 
1,457,164 

870,037 
2,715,313 
2,825,260 

640,967 
2,466,404 
1,602,463 
8,378,978 

956,300 

$26.04 
25.76 
24.00 
17.81 
28.06 
21.89 
24.31 
20.77 
25.21 
32.33 
23.97 
20.16 
20.27 
22.27 

5,628 

590 

1,753 

3,258 

1,673 

1,466 

1,047 

1,652 

2,458 

749 

1,745 

1,073 

8,307 

999 

$2,630,851 
162,699 
601,680 

1,653,632 

1,111,839 
584,573 
326,001 
883,227 

1,064,146 
278,316 
896,196 
488,663 

3,677,839 
348,896 

$475.91 
258.81 

Casualty  Co.  of  America 

Employers*  Liab.  Assu.  Corp .  . 

343.00 
476.87 
664.58 

Frankfort  M.,  A.  &  P.  G 

General  Accident  Assu.  Corp .  . 
London  Guar.  &  Accident 

398.76 
311.36 
534.64 
432.93 

New  Amsterdam  Casualty 

Ocean  Accident  &  Guarantee .  . 
Standard  Accident 

371.58 
513.58 
456.42 

Travelers  Insurance  Co 

United  States  Casualty 

442.74 
349.24 

Totals  and  averages 

1,658,581 

$37,142,355 

$22.39 

32,298 

$14,598,558 

$451.99 

Table  V.  Total  premiums  received  by  each  company 
during  ten  years  ending  December  31, 1910;  total  num- 
ber of  suits  pending  on  December  31, 1910,  under  poli- 
cies issued  by  each  company;  average  amount  of 
premiums  received  by  each  company  during  ten  years 
ending  December  31,  1910,  in  proportion  to  each  suit 
pending,  and  number  of  outstanding  suits  brought  by 
the  assured  against  each  company  under  liability 
policies.  The  companies  marked  *  have  not  been 
writing  liability  insurance  for  ten  years,  and  the 
figures  given  cover  the  business  they  have  written  to 
December  31, 1910. 


Company. 

Total 
premiums 
reported. 

No.  of 

pending 

suits. 

Average 
am*t  of 

premium 
per  suit 

pending. 

Suit  by 
assured 
pending 
against 
companies. 

Year 

company 

began 

writing 

liability 

insurance. 

.^tnaLife  Insurance  Co.* 

American  Fidelity* 

$21,934,908 

1,921,284 

6,964,696 

23,420,303 

19,231,942 

8,112,069 

4,206,013 

13,711,793 

15,297,907 

3,697,743 

12,164,069 

7,622,490 

37,997,413 

4,994,152 

1,686 
449 
675 

1,071 

1,081 
509 
693 

1,039 
915 
265 
619 
405 

3,621 
174 

$13,839 
4,279 
10,318 
21,867 
17,791 
15,937 
7,093 
13,197 
16,719 
13,954 
19,651 
18,821 
10,494 
28,702 

10 
1 
2 
4 
4 
6 
2 
7 
5 
3 
8 
1 
9 

1902 
1903 

Casualty  Co.  of  America* 

Employers'  Liability  Assu.  Corp .  . 
Fidelity  &  Casualty 

1903 
1886 
1888 

Frankfort  M.,  A.  &  P.  G 

1896 

General  Accident  Assu.  Corp 

London  Guar.  &  Accident 

1899 
1892 
1898 

New  Amsterdam  Casualty . 

Ocean  Accident  &  Guarantee 

1899 
1899 
1889 

Travelers  Insurance  Co 

1889 

1895 

Totals  and  averages .    . 

$181,276,782 

13,001 

$13,943 

62 
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Chapteb  XLIV 

LIABILITY  POLICY  FOEMS 

By  E.  S.  Keeloe,  M.  D. 

It  is  uimecessary  in  a  work  of  this  character  to  explain 
what  the  term  policy  or  policy  form  means  but  it  may  be 
briefly  stated  that  a  liability  insurance  policy  is  a  con- 
tract by  the  terms  of  which  the  insurance  company  as  the 
first  party,  agrees  for  a  consideration  called  the  prem- 
ium, to  indemnify  the  assured,  called  the  second  party, 
against  loss  arising  from  claims  made  by  third  parties 
on  account  of  damages  sustained  or  alleged  as  a  result  of 
bodily  injury  and/or  death  attributable  to  negligence 
imputable  to  the  assured  because  of  the  conduct  of  his 
employes  or  directly  chargeable  to  him  because  of  his 
personal  conduct  in  the  premises.  The  policy  is  based 
upon  a  proposal  or  application  in  which  the  elements  of 
the  risk  are  set  forth  and  since  such  proposal  becomes  an 
essential  part  of  the  indemnity  contract,  any  discussion 
of  the  several  forms  of  liability  policies  in  use  should  in- 
clude a  consideration  of  the  proposals  or  applications 
and  the  method  of  their  preparation. 

A  liability  insurance  policy  is  one  of  the  very  few 
insurance  contracts  in  which  there  is  no  privity  of  con- 
tract between  the  company  issuing  it  and  the  party  mak- 
ing claim;  the  assured,  in  whose  interest  it  is  issued,  is 
obligated  by  its  terms  and  conditions  to  co-operate  with 
the  company  in  defending  against  any  claim  for  damages 
but  if  a  damage  claim  becomes  a  loss  by  reason  of  an 
award  of  damages  by  a  court  of  law  and  the  payment  of 
the  loss  by  the  assured  or  by  the  company  intervening  in 
his  behalf,  the  indemnity  feature  of  the  contract  becomes 
operative. 

212 
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The  policy  forms  used  by  the  several  companies  writ- 
ing this  class  of  business  in  the  United  States  since  1887 
have  been  made  instrumentalities  of  competition  and  for 
this  reason  there  has  at  times  been  considerable  varia- 
tion in  the  forms  used  by  different  companies.  At  the 
beginning,  policies  were  issued  for  limits  of  $1,500  in 
respect  of  injury  sustained  by  one  person  and  $5,000  in 
respect  of  injuries  sustained  by  several  persons  in  any 
one  accident,  while  the  policies  contained  a  fixed  maxi- 
mum limit  for  the  policy  period.  The  policies  issued 
during  the  first  decade  provided  insurance  "  against 
the  legal  liability  of  the  Assured  arising  from  bodily 
injuries  resulting  from  negligence."  Experience  with 
policies  so  framed  having  been  unsatisfactory,  changes  in 
the  phraseology  and  general  arrangement  of  policy 
forms  appeared  in  1896  and  numerous  changes  intended 
largely,  if  not  entirely,  for  competitive  purposes  have 
since  been  made  by  one  or  another  of  the  companies  and 
soon  adopted  by  other  companies,  until  at  this  time  there 
is  substantial  uniformity  in  the  scope  of  the  liability  pol- 
icies issued,  although  there  are  some  variations  in  the 
phraseology  employed. 

The  liability  policies  issued  at  this  time  are  indemnity 
contracts,  the  undertaking  of  the  insurance  company  be- 
ing found  in  the  insuring  clauses  forming  the  heading  of 
the  policies  while  the  general  agreements  or  conditions 
which  follow  the  insuring  clauses  set  forth  the  modus 
operandi  to  be  observed  by  the  company  and  the  policy- 
holder in  their  contractual  relations  with  each  other. 
Taking  the  employers'  liability  policy  as  a  type,  it  may 
be  stated  that  the  most  acceptable  form  of  policy  at  this 
time  is  one  that  provides  in  the  insuring  clauses  for  in- 
demnity against  loss  arising  or  resulting  from  claims 
upon  the  assured  for  damages  on  account  of  bodily  in- 
juries and/or  death,  suffered  or  alleged  to  have  been  suf- 
fered from  accident  occurring  while  the  policy  is  in 
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force,  by  any  employe  or  employes  of  the  assured  by 
reason  of  the  operation  of  the  trade  or  business  described 
in  the  schedule,  which  is  substantially  a  copy  of  the  pro- 
posal or  application.  In  addition  to  this  provision  for 
indemnity  against  loss,  the  insuring  clauses  con- 
tain provision  for  the  payment  by  the  company  of  the 
cost  and  expenses  attending  the  investigation,  adjust- 
ment and  settlement  of  claims  upon  the  assured  for  dam- 
ages and  also  provision  to  defend  any  legal  proceedings 
to  enforce  such  claims  and  to  pay  aU  costs  taxed  by  the 
courts  in  such  proceedings  and  the  interest  accruing 
after  entry  of  judgment  upon  such  part  thereof  as  shall 
not  be  in  excess  of  the  limits  of  liability  named  in  the 
policy. 

Eeimbursement  of  expenditures  made  by  the  assured 
for  first  medical  aid  or  emergency,  medical  service  ren- 
dered at  the  time  of  an  accident  being  merely  a  collateral 
undertaking  which  is  sometimes  eliminated  and  at  other 
times  replaced  by  a  special  provision  for  full  medical  aid, 
should  not  be  made  a  feature  in  the  insuring  clauses  and, 
as  a  matter  of  fact,  this  provision  is  regularly  assigned 
to  a  place  in  the  general  agreements  or  conditions  of 
the  policy. 

If  in  any  case  it  is  desired  to  cover  workmen's  compen- 
sation as  well  as  the  employer's  liability  as  defined  by 
the  law  of  negligence,  this  may  be  accomplished  by  at- 
taching to  the  employer's  liability  policy  a  rider  or  en- 
dorsement, because  the  usual  form  of  employers'  liability 
policy  covers  only  loss  arising  from  damages  awarded 
on  account  of  proven  negligence  upon  the  part  of  the 
assured,  while  workmen's  compensation  laws  provide 
certain  fixed  sums  or  rates  of  compensation  for  specified 
injuries  irrespective  of  any  fault  or  negligence  on  the 
part  of  the  employer. 

The  operation  of  a  trade  or  business  and  the  mainten- 
ance of  the  plant  involve  the  risk  of  accidents  resulting 
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in  injuries  which  may  be  made  the  basis  of  claims  for 
damages  and  this  is  what  is  insured  against,  the  measure 
of  the  risk  being  the  payroll  (in  the  general  liability 
policy  to  which  we  shall  refer  later  on,  the  physical 
aspect  of  the  property  owned  or  controlled  is  added  to 
the  payroll  as  the  measure  of  the  risk).  Employers* 
liability  policies  were  at  one  time  so  worded  as  to  only 
cover  accidents  caused  by  and  suffered  by  persons  whose 
compensation  was  included  in  the  estimated  payroll 
upon  which  the  premium  was  based.  Recognition  of  the 
fact  that  all  accidents  arising  from  the  operation  of  the 
trade  or  business  should  be  covered  and  of  the  fact  that 
the  origin  and  the  direct  cause  of  an  accident  may  not  be 
identical,  has  resulted  in  the  use  of  phraseology  which 
excludes  accidents  suffered  by  employes  whose  com- 
pensation is  excluded  in  the  schedule,  but  the  policy  is 
silent  as  to  accidents  caused  by  or  originating  from  the 
participation  in  the  operation,  of  persons  whose  compen- 
sation is  not  included  in  the  schedule.  The  risks  offered 
for  insurance  represent  operations  conducted  by  indi- 
viduals or  by  co-partnerships  or  by  corporations.  The 
earnings  of  individuals  or  co-partners  are  in  the  nature  of 
profits  on  investment  rather  than  wages  and  these  earn- 
ings, therefore,  do  not  figure  in  the  payroll  in  computing 
the  premium  for  an  employers'  liability  policy.  In  the 
case  of  the  corporation,  the  executive  officers  are  dealt 
with  as  representing  the  personal  element  of  ownership 
in  the  trade  or  business  and  their  compensation  is,  there- 
fore, eliminated  from  the  schedule  when  desired,  but 
with  the  proviso  that  accidents  happening  to  them  shall 
be  eliminated  from  the  coverage. 

A  liability  policy  limits  the  indemnity  to  be  paid  by  the 
insurance  company;  the  so-called  "  standard  limits  " 
being  $5,000  in  respect  of  damages  arising  from  injury  to 
one  person  and  $10,000  in  respect  of  damages  arising 
from  injuries  to  several  persons  in  any  one  accident  and 
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the  rates  printed  in  the  manuals  or  rate  books  invariably 
have  reference  to  these  limits  but  provision  is  made  for 
increasing  or  diminishing  the  rates  for  limits  larger  or 
less  than  the  standard  limits.  These  limits,  it  should  be 
remembered,  are  exclusive  of  all  expenses,  costs  and  in- 
terest accruing  after  the  entry  of  judgment  for  damages 
and  the  limits  stated  in  the  policy  may  be  brought  into 
play  a  number  of  times  during  the  term  of  a  policy. 
That  is  to  say,  the  policy  is  an  open  one  covering  all  acci- 
dents happening  while  it  is  in  force. 

We  shall  now  consider  the  several  liability  policy  forms 
in  use  and  their  application  to  the  underwriting  of  risks, 
including  the  essential  features  in  the  preparation  of  the 
schedules.  The  manufacturers  or  shop  form  of  policy  is 
used  when  it  is  desired  to  cover  the  operation  of  a  trade 
or  business  conducted  at  a  fixed  location — such  as  a  cot- 
ton mill,  a  machine  shop,  a  laundry  or  a  coal  yard. 

Employers'  Liability  Policy 

The  scope  of  the  coverage  of  this  form  of  policy  is 
shown  by  the  insuring  clauses  introduced  here  for  the 
purpose  of  illustrating  the  arrangement  and  the  phrase- 
ology employed : 

"  In  consideration  of  the  premium  herein  provided 
and  of  the  statements  made  in  the  schedule,  the  ABC 
Company,  hereinafter  called  the  Company,  does  hereby 
agree : 

"  (1)  To  indemnify  the  assured  described  in  statement 
(1)  of  the  schedule  against  loss  arising  or  resulting  from 
claims  upon  the  assured  for  damages  sustained  on  ac- 
count of  bodily  injuries  and/or  death  caused  by  any  acci- 
dent occurring  while  this  policy  is  in  force,  and  suffered 
or  alleged  to  have  been  suffered  by  any  employe  or  em- 
ployes of  the  assured,  whose  compensation  is  not  ex- 
cluded in  the  schedule,  by  reason  of  the  operation  of  the 
trade  or  business  designated  therein,  and  while  on  or 
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about  the  premises  therein  designated  or  upon  the  ways 
immediately  adjacent  thereto,  or  by  reason  of  the  actual 
work  of  making  ordinary  repairs  for  the  maintenance  of 
buildings  or  the  renewal  of  existing  mechanical  equip- 
ment upon  the  said  premises,  wholly  by  such  employes, 
provided  that  this  agreement  shall  apply  to  bodily  in- 
juries and/or  death  suffered  by  drivers,  drivers '  helpers, 
salesmen,  collectors  or  messengers  whose  compensation 
is  not  excluded  in  the  schedule  and  who  are  engaged  at 
the  time  of  the  accident  in  the  service  of  the  assured, 
about  said  premises  or  elsewhere,  but  in  connection  with 
the  operation  of  the  trade  or  business  described,  exclud- 
ing, however,  constructive  operations,  installations  and 
mechanical  demonstrations. 

"  (2)  To  investigate  notices  of  bodily  injury  and/or 
death,  negotiate  settlement  of  resulting  claims  as  may  be 
deemed  expedient  by  the  company  and  to  defend  at  its 
own  cost  any  suit,  whether  groundless  or  not,  brought 
against  the  assured  and  based  upon  bodily  injuries 
and/or  death  suffered  or  alleged  to  have  been  suffered 
by  any  person  or  persons  described  in  clause  (1)  (above), 
at  any  of  the  places  and  in  the  circumstances  therein 
described,  and  as  the  result  of  an  accident  occurring 
while  this  policy  is  in  force,  and 

"  (3)  It  is  further  agreed  that  the  company's  liability 
for  loss  in  respect  of  bodily  injuries  and/or  death  is 
limited  to  the  amounts  as  provided  in  statement  (  )  of 
the  schedule  and  in  addition  to  such  limits,  the  company 
will  pay  such  medical  expense  as  is  provided  for  in  clause 
(  )  of  the  policy  or  in  any  endorsement  upon  the  policy 
amending  such  provision,  and  any  expense  which  it  may 
incur  in  the  performance  of  the  services  herein  provided 
for,  including  costs  taxed  against  the  assured  by  the 
court,  and  interest  accruing  after  entry  of  judgment, 
upon  such  part  thereof  as  shall  not  be  in  excess  of  the 
limits  provided  for  in  statement  (     )  of  the  schedule. ' ' 

The  employers'  liability  policy,  until  quite  recently, 
covered  accidents  occurring  by  reason  of  the  use  or 
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maintenance  of  factory  elevators  in  buildings  occupied 
solely  by  tbe  assured  for  manufacturing  purposes,  no 
specific  premium  charge  being  made  for  so-called  "  fac- 
tory elevators."  It  has,  however,  been  found  that  10 
per  cent  or  more  of  the  losses  paid  on  manufacturing 
risks  originated  in  elevator  accidents  and  in  order  to 
place  the  burden  of  this  element  of  loss  where  it  belongs, 
factory  elevators  are  now  scheduled  and  charged  for. 
Such  elevator  coverage  may  be  included  in  the  employers' 
liability  policy  by  endorsement  but  the  issue  of  a  con- 
current elevator  policy  is  preferable. 

Alterations  in,  additions  to,  or  the  construction  or  de- 
molition of  any  building,  structure  or  plant  or  the  in- 
stallation of  mechanical  equipment  in  any  building  or 
part  of  any  building  not  previously  occupied  by  the  as- 
sured are  not  covered  by  this  form  of  policy.  It  is  also 
a  condition  of  this  form  of  policy  that  there  shall  be  no 
coverage  as  respects  children  under  the  age  limit  fixed 
by  law. 

The  compensation  stated  in  the  schedule  as  a  basis  for 
the  advance  premium  is  merely  estimated;  it  is  rarely 
overestimated  but  is  quite  frequently  very  much  under- 
estimated; in  the  general  agreements  of  the  policy,  pro- 
vision is,  however,  made  for  payroll  statements  to  be  fur- 
nished by  the  assured  and  for  auditing  of  payrolls  by 
the  company  and  in  this  way  the  actual  earned  premium 
is  ascertained  and  adjusted  by  collection  or  refund  upon 
the  part  of  the  company,  as  the  circumstances  may  call 
for. 

We  come  now  to  the  preparation  of  the  schedule  which 
becomes  a  part  of  the  policy  and  a  very  important  part 
of  it,  too.  The  first  statement  in  the  schedule  should  be 
arranged  to  disclose  the  identity  of  the  assured;  if  an 
individual,  his  full  name  and  not  merely  his  initials 
should  appear ;  if  a  firm  or  co-partnership,  the  identity  of 
the  persons  as  well  as  the  name  of  the  firm,  should  ap- 
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pear;  if  a  corporation,  the  fact  should  be  disclosed  and 
if  a  trustee,  the  name  of  the  estate  or  party  for  whom 
he  is  trustee  should  be  included. 

With  respect  to  the  limits  of  the  company's  liability, 
referred  to  in  one  of  the  insuring  clauses,  if  it  is  desired 
to  so  limit  the  company's  liability  that  the  limits  named 
shall  without  question  not  be  affected  in  the  event  that 
two  or  more  interests  are  named  as  assured,  the  phrase- 
ology usually  employed  may  fail  to  accomplish  the  pur- 
pose. Companies  that  make  it  a  rule  to  reinsure  all  lia- 
bility in  excess  of  $10,000  and  $20,000  limits  do  not  hesi- 
tate to  write  policies  for  limits  of  $10,000  and  $20,000 
with  two  or  three  interests  named  as  assured,  retaining 
the  entire  liability  without  thought  of  reinsuring  the  ex- 
cess, aU  of  which  would  seem  to  indicate  that  this  point 
has  not  had  the  careful  consideration  which  it  should 
have.  The  following  statement  provided  in  the  schedule 
will  limit  the  liability  irrespective  of  the  number  of  inter- 
ests insured :  ' '  The  company's  limit  of  liability,  whether 
insuring  only  one  or  more  than  one  interest,  under  this 
policy  (exclusive  of  expense,  costs  and  interest  referred 
to  in  the  insuring  clauses  of  the  policy)  for  bodily  injuries 
and/or  death  of  one  person  shall  be  $ and  sub- 
ject to  that  limit  for  each  person,  the  company's  total 
liabiUty  (exclusive  of  such  expenses,  costs  and  interest) 
on  account  of  any  one  accident  causing  injuries  and/or 

death  of  more  than  one  person  shall  not  exceed  $ " 

When,  however,  an  adequate  premium  is  obtained  for 
covering  additional  interests,  there  is  no  good  reason  for 
restricting  the  company's  liability  to  the  amounts  named 
for  one  interest. 

The  statement  devoted  to  the  description  of  the  trade 
or  business  to  be  insured  calls  for  close  attention  to 
underwriting  rules.  The  following  exhibit  is  so  arranged 
as  to  afford  an  analysis  of  the  risk  and  of  the  rates  ap- 
plied.   Certain  features  which  entail  special  hazards  are 
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grouped  separately.  If  the  company  issues  a  concurrent 
teams  policy,  the  drivers'  wages  are  not  included  in  the 
schedule  of  the  employers'  liability  policy  but  the  wages 
of  drivers'  helpers  must  be  included  regardless  of  these 
circumstances.  If  a  concurrent  teams  policy  is  not  is- 
sued, the  compensation  of  all  drivers  should  either  be 
included  in  the  schedule  of  the  employer's  liability  policy 
or  specifically  excluded  with  a  provision  that  such  policy 
shall  not  cover  accidents  to  drivers.  The  compensation 
of  clerical  office  employes,  traveling  salesmen  (not  local 
outside  salesmen)  and  that  of  the  president,  vice-presi- 
dent, secretary  and  treasurer  of  a  corporate  assured  may 
be  excluded  from  the  schedule  but  in  either  case  the  exclu- 
sion should  carry  with  it  the  provision  that  accidents  to 
such  persons  shall  not  be  covered  by  the  policy.  The 
exhibit  (see  page  221)  conveys  the  writer's  idea  respect- 
ing the  way  in  which  the  trade  or  business  (the  operation 
of  which  is  the  subject  of  insurance)  should  be  described. 
Following  this  exhibit  of  the  operations  which  are  to 
be  covered  by  the  policy,  provision  should  be  made  in  the 
schedule  for  such  exclusions  of  compensation  as  are 
proper,  in  the  event  that  the  assured  has  exercised  the 
option  of  making  any  such  exclusions. 

Public  Liability  Policy 

The  public  liability  policy  (shop  form)  affords  protec- 
tion to  the  assured  as  respects  claims  for  damages  on 
account  of  bodily  injuries  and/or  death  suffered  or  al- 
leged to  have  been  suffered  by  persons  not  in  his  employ 
but  arising  out  of  the  operation  of  the  trade  or  business 
which  he  conducts  at  the  place  or  places  mentioned  in  the 
schedule  of  the  policy,  or  by  reason  of  the  actual  work 
involved  in  the  maintenance  of  the  plant  or  of  its  me- 
chanical equipment.  This  form  of  policy  does  not  cover 
injuries  caused  by  reason  of  the  use  or  maintenance  on 
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the  premises  of  any  elevator  or  hoist  or  of  any  horses  or 
vehicles,  or  the  making  of  additions  to,  alterations  in,  or 
the  construction  or  demolition  of  any  building,  structure 
or  plant,  or  the  installation  of  mechanical  equipment  in 
any  building  or  part  of  a  building  not  previously  occu- 
pied by  the  assured.  The  general  plan  of  this  policy  and 
of  its  schedule  is  precisely  like  the  employers'  liability 
policy,  excepting  that  any  exclusion  of  payroll  other  than 
that  of  the  president,  vice-president,  secretary  and  treas- 
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urer,  results  only  in  the  elimination  of  liability  on  ac- 
count of  accidents  caused  by  such  persons. 

General  Liability  Policy 

There  is,  of  course,  considerable  difference  of  opinion 
as  to  what  should  be  properly  included  under  the  cover- 
ing of  a  general  liability  policy,  and  the  policies  of  the 
different  companies  differ  considerably  in  their  covering. 
In  the  earlier  history  of  liability  insurance,  the  general 
liability  policy  covered  the  assured 's  liability  to  his  em- 
ployes or  to  the  public  arising  out  of  accidents  occurring 
by  reason  of  the  operation  of  the  trade  or  business 
due  to  any  defect  in  the  construction,  or  negligence 
in  the  maintenance  of  the  premises,  the  use  of  elevators 
or  steam  boilers  on  the  premises,  or  the  use  of  teams 
anywhere  in  the  serAdce  of  the  assured,  and  two  com- 
panies at  this  time  issue  general  liability  policies  cover- 
ing specifically  all  of  these  features,  excepting  only  the 
steam  boiler  hazard,  which  is  not  enumerated,  but  which 
is  not  specifically  excluded.  The  better  practice  is,  in  the 
writer's  opinion,  to  eliminate  the  teams  entirely  from 
this  form  of  policy. 

The  measure  of  the  hazard  involved  in  a  general  liabil- 
ity risk  is  (1)  the  payroll  for  the  care  and  custody  of  the 
building  and  for  the  operation  of  the  trade  or  business 
conducted  by  the  assured,  upon  the  premises,  if  any;  (2) 
the  street  frontage  and  the  area  of  the  several  floors  in 
the  control  of  the  assured;  (3)  the  elevators,  if  any,  main- 
tained and  operated  by  the  assured.  If  the  assured  is 
merely  a  tenant  occupying  a  portion  of  the  building,  the 
payroll  will  be  limited  to  the  operation  of  his  trade  or 
business  while  the  frontage  and  area  charge  will  be  lim- 
ited to  his  own  occupancy  and  unless  he  operates  the 
elevator  or  elevators,  there  will  be  no  charge  against  him 
for  this  feature. 

A  general  liability  policy  is  not  issued  to  cover  a  risk 
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involving  manufacture  of  any  kind,  the  risks  for  which 
this  form  of  policy  is  applicable  being  scheduled  in  all 
liability  manuals  without  a  rate  for  public  liability,  thus 
implying  that  the  hazard  of  accidents  to  the  public  is  to 
be  charged  for  on  the  basis  of  frontage  and  area  rather 
than  payroll. 

The  owner  of  a  building  leased  to  others,  the  entire 
care  and  custody  of  the  tenantable  portion  of  the  building 
resting  with  the  lessees,  may  be  provided  with  a  "  con- 
tingent "  or  landlord's  protective  policy  and  in  consid- 
eration of  a  warranty  that  these  conditions  shall  be  main- 
tained, the  premium  charged  is  reduced  to  one-half  of  the 
full  rate  for  a  general  liability  policy. 

An  adaptation  of  the  general  liability  policy  form  is 
used  when  the  subject  of  the  insurance  is  a  theatre  or  a 
public  hall,  but  the  seating  capacity  alone  is  taken  as  the 
measure  of  the  hazard  so  that  in  lieu  of  charges  for  pay- 
roll, frontage  and  area,  there  is  but  one  charge — that 
upon  the  number  of  seats,  the  rate  charged  depending 
more  or  less  upon  the  construction  and  equipment  of  the 
theatre. 

Teams  Liability  Policy 

The  teams  liability  policy  is  designed  to  indemnify  the 
party  in  whose  interest  it  is  issued,  against  loss  arising 
from  claims  on  account  of  bodily  injuries  and/or  death 
suffered  by  reason  of  the  ownership,  maintenance  or  use 
of  any  team  described  in  the  schedule.  The  provisions 
heretofore  referred  to  respecting  the  handling  of  claims 
and  suits  and  the  payment  of  expenses,  costs  and  interest 
by  the  company  are  also  made  a  part  of  this  policy. 

It  will  be  noticed  that  the  teams  policy  is  in  effect  both 
an  employers'  liability  and  a  public  liability  policy,  in- 
tended to  cover  accidents  to  the  driver  and  his  helper 
while  handling  the  horse  or  the  vehicle  or  both  and  like- 
wise accidents  to  the  public.  As  now  written,  all  teams 
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policies  cover  the  loading  and  unloading  of  vehicles  with- 
out additional  premium  and  accidents  caused  by  horse, 
vehicle,  driver  or  driver's  helper,  come  within  the  protec- 
tion of  the  policy.  A  satisfactory  definition  of  the  term 
"  loading  and  unloading  "  and  of  the  term  "  driver's 
helper  "  would  seem  to  be  something  easily  reached,  but 
underwriters  who  have  given  any  attention  to  the  acci- 
dents reported  under  teams  policies  know  to  the  contrary. 
"  Loading  and  unloading  "  is  a  hazard  which  necessarily 
varies  with  each  particular  load  transported  by  the  same 
team,  and  the  hazard  varies  more  widely,  perhaps,  as  be- 
tween several  teams  used  in  the  same  kind  of  business  but 
by  different  persons ;  and,  obviously,  no  satisfactory  means 
of  estimating  these  varying  hazards  has  yet  been  de- 
vised ;  and  it  must,  therefore,  follow  that  present  methods 
of  premium  rating,  as  applied  to  this  hazard,  are  defec- 
tive. Sometimes  the  agent  will  encounter  a  coal  dealer, 
for  instance,  who  is  imder  the  impression  that  a  teams 
policy  may  properly  be  written  to  cover  two  or  more 
helpers  with  each  team,  and  that  if  a  load  of  coal  is 
dumped  on  the  sidewalk,  and  thence  carried  into  the 
house  by  these  helpers  after  the  team  has  departed  the 
"  loading  and  unloading  "  feature  of  the  teams  policy 
should  protect  him  in  the  event  that  an  accident  is  at- 
tributed to  the  misconduct  of  these  helpers.  If  a  load 
of  coal  is  chuted  into  a  coal  hole  or  a  cellar  window,  the 
act  of  unloading  the  vehicle  is  completed  when  the  last  of 
the  coal  has  passed  into  the  coal  hole  or  cellar  window; 
and  it  seems  unreasonable  that  the  term  "  unloading  " 
should  be  extended  in  the  manner  above  indicated,  because 
the  unloading  is,  in  such  cases,  really  completed  when  the 
coal  is  dumped  on  the  sidewalk,  and  the  coal  dealer  should 
protect  his  liability,  arising  from  possible  negligence  of 
his  employes  in  carrying  the  coal  from  the  sidewalk,  if 
he  desires  to  be  so  covered,  by  means  of  employers'  and 
and  public  liability  policies  of  the  contractors'  form. 
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The  premiTim  rates  named  in  liability  manuals  for 
teams  insurance  apply  to  the  standard  limits  of  $5,000 
and  $10,000  and  while  larger  limits  may  be  written  at 
increased  rates  provided  for  in  the  manuals,  limits  less 
than  those  here  named  are  not  written  in  connection  with 
this  form  of  policy. 

Property  damage  insurance  is  added  to  the  teams  pol- 
icy by  endorsement,  when  wanted ;  an  additional  premium 
equal  to  20  per  cent  of  the  regular  teams  rate,  is  charged 
for  this  endorsement  which  covers  losses  arising  from 
liability  of  the  assured  for  damages  by  reason  of  injury 
to  or  destruction  of  property  of  others  and  not  in  his 
custody,  due  to  the  maintenance  or  use  of  teams  described 
in  the  schedule  of  the  policy. 

Contractors'  Liability  Policy 

The  so-called  contractors'  liability  policy,  whether  the 
employers'  form  or  the  public  form,  is  issued  to  cover 
mining,  quarrying  or  constructive  operations,  installa- 
tions, repair  work  or  public  service,  either  in  connection 
with  so-called  shop  work  carried  on  by  the  assured  at  a 
fixed  place  of  business  or  entirely  apart  from  any  such 
shop  work.  The  coverage  includes  only  such  accidents  as 
occur  in  and  during  the  prosecution  of  the  work  described 
in  the  schedule.  As  applied  to  constructive  operations 
this  form  of  policy  covers  anywhere  within  the  territorial 
limits  stated  in  the  schedule.  In  referring  to  the  con- 
tractors' liability  policy,  the  underwriter  usually  has  in 
contemplation  its  application  to  the  constructive  opera- 
tions of  contractors  and  as  respects  such  operations  the 
policy  may  be  issued  to  cover  a  specific  contract  which 
the  assured  has  undertaken  at  a  place  stated  in  the 
schedule,  or  to  cover  any  work  which  the  assured  may 
undertake  anywhere  within  the  state  or  states  named  in 
the  schedule,  in  which  case,  any  difference  in  rate,  as  ap- 
plied to  work  to  be  done  in  the  different  states,  must  be 
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shown.  If  the  net  rate,  according  to  the  manual,  is  the 
same  for  all  of  the  states  in  which  the  assured  proposes 
to  operate,  of  course  only  one  rate  will  be  shown  for  the 
group,  but  if  the  rates  vary,  the  states  must  be  grouped, 
and  the  rates  are  then  to  be  stated  in  the  schedule  for  each 
group.  If  the  policy  is  subsequently  extended  by  rider 
or  endorsement  to  cover  in  other  states,  the  correct  prem- 
ium rate  for  work  done  in  such  added  state  must  be  given 
in  the  rider  or  endorsement,  whether  it  is  identical  with 
the  rate  named  in  the  original  policy  or  not. 

A  policy  written  to  cover  a  specific  contract  should  be 
made  to  expire  about  the  time  when  the  contract  is  ex- 
pected to  be  completed,  so  that  the  payrolls  may  be 
promptly  audited  and  the  premium  adjusted  and  col- 
lected. If  the  assured  shall  not  have  completed  his  work 
at  the  expiration  of  the  policy  period,  further  protection 
may  then  be  provided  by  a  rider  extending  the  policy 
period,  but  such  extension,  for  obvious  reasons,  should 
not  be  unduly  prolonged. 

In  issuing  contractors'  liability  policies,  each  distinct 
manual  classification  in  respect  of  which  the  assured  de- 
sires covering  is  separately  stated,  and  care  should  be 
exercised  in  all  cases  that  in  their  enumeration  the  lan- 
guage used  in  the  schedule  to  describe  the  risk  shall 
designate  the  character  of  the  operations,  rather  than  the 
name  usually  applied  to  the  skilled  mechanics  who  par- 
ticipate in  the  work;  as  an  illustration:  "  Carpentry 
work-construction  and  repair  away  from  shop  (not  grain 
elevator  construction)";  "Masonry,  in  or  on  build- 
ings" (excluding  detached  chimneys);  "Plastering"; 
"  Plumbing — shop  and  outside — (including  the  making 
of  house  connections)  ";  "  Painting,  away  from  shop." 
Some  companies'  manuals  erroneously  classify  "  carpen- 
ters "  instead  of  "  carpentry,"  and  "  masons  "  instead 
of  masonry,"  and  "  plumbers  "  instead  of  "  plumbing." 
The  term  "  carpentry,"  for  instance,  refers  to  a  business 
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that  requires  carpenters  and  helpers  and  laborers  in  the 
performance  of  the  work,  while  the  term  "  carpenters  " 
includes  only  the  skilled  mechanics,  if  a  strict  construc- 
tion is  insisted  upon,  and  in  that  case  the  helpers  or  labor- 
ers might  be  eliminated  from  the  payroll  in  the  final  ad- 
justment of  the  earned  premium. 

The  several  rules  referred  to  when  discussing  the  pre- 
paration of  the  schedule  for  the  shop  form  of  policy  apply 
with  equal  force  in  the  preparation  of  the  schedule  for 
the  contractors '  form  of  policy,  excepting  that  ia  the  shop 
policy  a  flat  or  average  rate  is  usually  applied  to  the 
business  of  the  assured,  while  in  the  contractors'  policy 
each  kind  of  work  is  separately  rated.  This  is,  perhaps, 
an  appropriate  place  to  note  that  regardless  of  the  kind 
of  policy  or  policies  issued,  the  theory  of  the  divided  pay- 
roll is  that  there  are  two  or  more  distinct  hazards,  and 
that  in  the  conduct  of  the  assured 's  business  the  one  does 
not  in  any  manner  affect  the  other;  while  the  theory  of 
the  undivided  payroll  is  that  if  several  hazards  are  in- 
volved the  greater  has  been  considered  in  making  the  rate 
to  cover  all  of  them.  Violence  is,  however,  sometimes  done 
to  these  theories  in  practice.  For  instance,  in  some  stone 
quarry  and  cutting  risks,  where  the  cutters  are  given  a 
much  lower  rate  than  quarrymen,  but  actually  work  in 
the  quarry  and  are  exposed  to  its  most  serious  risks ;  or 
in  some  knitting  mill  risks  where  the  assured  not  only 
makes  paper  boxes  and  possibly  packing  cases  for  his 
own  goods,  but  actually  supplies  his  neighbors,  and  gets 
his  liability  insurance  at  the  rate  for  knitting  mills.  Ob- 
viously in  the  first  mentioned  case  all  persons  who  are 
required  to  be  in  the  quarry,  whether  quarrymen  or  stone- 
cutters, should  be  charged  for  at  the  quarry  rate,  and  in 
the  second  case  mentioned  such  distinct  hazards  as  paper- 
box  making  or  packing-case  making  should  be  charged 
for  at  such  rates  as  the  schedule  provides  for  these  haz- 
ards. Some  underwriters  contend  that  box  or  packing-case 
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making  in  such  cases,  being  a  mere  incident  of  the  as- 
sured's  business,  should  be  covered  at  the  regular  rate 
for  the  business  in  which  he  is  engaged  but  in  view  of  the 
fact  that  this  very  considerable  increase  in  hazard  is 
present  in  only  a  small  percentage  of  the  risks,  it  is  unfair 
to  the  majority  of  the  risks  in  the  same  classification  to 
charge  them  the  same  rate  that  is  charged  to  those  whose 
risks  are  made  more  hazardous  by  reason  of  the  so-called 
incidental  box  and/or  packing-case  making. 

A  contractors'  liability  policy  may  be  written  for  one 
year  with  the  privilege  of  making  monthly  or  quarterly 
settlement  of  actual  earned  premiums,  as  agreed  upon 
when  the  policy  is  issued.  A  deposit  premimn,  as  an  evi- 
dence of  good  faith,  is,  however,  required  and  this  deposit 
should  be  commensurate  with  the  size  and  character  of 
the  risk,  and  in  no  case  less  than  the  regular  minimum 
premium  for  contractors'  policies.  The  schedule  is  pre- 
pared in  the  usual  way,  omitting,  however,  the  estimated 
payroll  but  attaching  an  endorsement  providing  for  the 
periodical  payroll  statements  agreed  upon  and  payments 
are  then  made  at  the  rates  shown  in  the  schedule,  the  de- 
posit premium  being  applied  in  the  final  settlement  at 
the  expiration  of  the  policy  period. 

Marine  or  Vessel  Policy 

Marine  or  vessel  liability  insurance  is  intended  to  cover 
the  operation  of  vessels  or  boats  used  for  the  transporta- 
tion of  passengers,  or  of  freight,  or  of  both,  or  for  towing 
purposes.  The  payroll  is  the  basis  of  the  premium  charge 
and  the  policy  may  cover  only  the  employes  or  both  em- 
ployes and  the  public,  the  scope  of  the  coverage  being 
shown  in  the  following  quotation  from  the  insuring 
clauses  of  the  employers'  and  public  policies: 

"  Against  loss  resulting  from  claims  upon  the  assured 
for  damages  on  account  of  bodily  injuries  and/or  death 
caused  by  any  accident  occurring  while  this  policy  is  in 
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force,  and  suffered  or  alleged  to  have  been  suffered  by 
any  person  or  persons  by  reason  of  the  use  or  mainten- 
ance of  any  vessel  named  in  the  schedule,  or  of  its  appli- 
ances or  attachments,  in  the  operation  of  the  trade  or 
business  described  in  said  schedule,  or  by  reason  of  the 
actual  work  of  making  ordinary  repairs  to  such  vessel, 
or  its  appliances,  attachments  or  mechanical  equipment, 
or  the  replacement  of  cordage,  if  such  repairs  or  replace- 
ment is  done  wholly  by  persons  whose  compensation  is 
included  in  the  schedule." 

This  form  of  policy  does  not  cover  loss  nor  expense 
arising  on  account  of  bodily  injuries  and/or  death  (1) 
suffered  by  any  passenger  of  the  assured;  (2)  caused  (a) 
by  making  structural  changes  in  or  alterations  to  any 
vessel  or  by  the  demolition  thereof;  (b)  by  the  use  of 
any  machinery,  mechanical  appliances,  or  steam  boUer 
not  permanently  maintained  within  or  upon  such  vessel; 
(c)  by  the  use  of  any  draft  animal;  (3)  caused  or  suffered 
by  any  employe  whose  compensation  is  excluded  in  the  es- 
timate set  forth  in  the  schedule,  but  this  exclusion  shall 
not  apply  to  the  assured  if  an  individual  or  a  co-partner- 
ship, nor  to  the  president,  vice-president,  secretary  or 
treasurer  if  assured  is  a  corporation,  provided  that  the 
compensation  of  all  such  persons  serving  as  officers  of 
any  vessel  named  in  the  schedule  is  included  in  such  esti- 
mate ;  (4)  caused  or  suffered  by  any  person  employed  by 
assured  in  violation  of  law  as  to  age,  or  under  the  age  of 
fourteen  years,  if  there  is  no  legal  age  limit. 

Marine  liability  policies  are  issued  to  cover  ferryboats, 
fishing  vessels,  ocean  and  coast-wise  steamers  or  sailing 
vessels,  river  and  sound  steamers,  steamers  or  sailing  ves- 
sels on  the  Great  Lakes,  tow  or  tugboats  and  barges,  and 
the  minimum  premium  to  cover  any  one  vessel  is  $25.  The 
schedule  requires  that  the  name  of  the  vessel,  its  char- 
acter, the  business  for  which  it  is  used,  number  of  em- 
ployes and  their  estimated  compensation,  and  the  waters 
in  which  the  vessel  is  to  be  used  shall  be  stated,  and  if 
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several  vessels  owned  or  operated  by  the  same  assured 
are  to  be  covered,  each  vessel  must  be  described  in  the 
manner  herein  indicated,  whether  one  policy  covering  all 
of  them  or  several  separate  policies  are  issued. 

Contingent  or  Protective  Policies 

The  so-called  contingent  liability  policy  was,  perhaps, 
invented  as  a  clever  device  for  the  collection  of  additional 
premium  from  owners  of  property  or  general  contractors 
about  to  engage  in  any  constructive  operation  or  ia  the 
wrecking  or  removal  of  any  building  or  structure.  It  was 
called  "  contingent  "  upon  the  stated  theory  that  an 
owner  or  contractor  might  in  such  circumstances  be  held 
legally  liable  for  accidents,  on  account  of  some  unforeseen 
contingency  although  the  actual  negligence  from  which 
the  accident  arose  should  be  shown  to  be  the  negligence 
of  some  subcontractor.  The  common  law  does  not  recog- 
nize such  a  thing  as  ' '  contingent  liability  ' '  and  this  name 
is  even  at  this  time  a  misnomer  when  applied  to  a  policy, 
the  main  purpose  of  which  is  to  protect  the  assured  from 
annoyance  and  expense  of  defending  himself  against 
claims  based  upon  circumstances  in  respect  of  which  he 
really  has  no  legal  responsibility,  but  there  is  more  reason 
for  the  existence  of  the  protective  policies  now  than  for- 
merly existed,  because  there  is  a  tendency  in  recent  legis- 
lation to  hold  the  owner  or  general  contractor  liable  under 
statute  law  for  certain  accidents,  notwithstanding  his 
having  contracted  with  other  parties  to  perform  the  work. 

This  form  of  policy  is  sold  as  a  protection  against 
claims  upon  the  assured  for  damages  on  account  of  bodily 
injuries  and/or  death  caused  by  accidents  happening 
during  the  continuance  of  work  described  in  the  schedule 
and  performed  by  any  independent  subcontractor  en- 
gaged in  the  work. 

It  is  stipulated  in  the  policy  that  if  the  assured  retains 
any  portion  of  the  work  to  be  done  through  his  own  em- 
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ployes,  lie  shall  carry  employers'  and  public  liability  in- 
surance thereon  under  separate  policies  of  the  contrac- 
tors' form,  with  the  company,  and  that  all  work  not  so 
retained  by  him  shall  be  done  under  written  contract  with 
subcontractors  and  that  he  shall  not  voluntarily  assume 
any  liability  for  loss  on  account  of  bodily  injuries  and/or 
death  suffered  by  any  person  as  a  result  of  the  negligence 
of  any  subcontractor. 

The  premium  for  a  protective  policy,  whether  intended 
to  cover  the  owner  of  property  or  a  general  contractor,  is 
based  upon  the  total  cost  of  the  work,  less  any  payroll 
which  the  assured  may  have  on  account  of  work  retained 
by  him  and  upon  which  payroll  he  pays  premium  for  the 
contractors '  policies  issued  concurrently  with  the  protec- 
tive policy.    The  minimum  premium  is,  in  any  case,  $25. 

Elevator  Policy 

This  form  of  insurance  is  intended  to  protect  owners 
or  lessees  of  elevators  as  respects  loss  imposed  upon 
them,  by  reason  of  their  liability  for  damages  on  account 
of  bodily  injuries  and/or  death  caused  by  any  accident 
occurring  while  the  policy  is  in  force,  suffered  by  any 
person  or  persons  while  in  or  on,  entering  upon  or  alight- 
ing from,  the  car  or  platform  of  such  elevator  described  in 
the  schedule,  for  which  a  charge  is  included  in  the  prem- 
ium ;  or  by  means  of  such  elevator,  its  shaft  or  hoist- way, 
or  the  attachments  or  appurtenances  contained  therein, 
including  bodily  injuries  and/or  death  caused  by  reason 
of  the  actual  work  of  making  ordinary  repairs  on  such 
elevator;  and  the  term  "  elevator  "  as  provided  for  in  the 
policy,  includes  escalators,  moving  platforms  and  other 
hoisting  devices. 

This  form  of  policy  also  provides  against  the  cost  of 
defense  in  any  suit,  whether  groundless  or  not,  brought 
against  the  assured,  and  based  upon  bodily  injuries 
and/or  death,  suffered  or  alleged  to  have  been  suffered 
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by  any  person  or  persons,  as  described  above,  at  the 
places  and  in  the  circumstances  there  described,  and  as 
the  result  of  any  accident  occurring  while  the  policy  is  in 
force.  There  is  also  a  collateral  undertaking  upon  the 
part  of  the  company  issuing  the  policy  to  make  regular 
and  periodical  inspections  of  the  elevator ;  and  in  the  case 
of  passenger  elevators,  these  inspections  are  usually 
made  at  intervals  of  from  thirty  to  ninety  days,  and  de- 
pending, as  to  frequency,  upon  the  extent  and  character 
of  the  service  in  which  the  elevator  is  used. 

The  premium  is  based  on  the  number  and  kind  of  ele- 
vators to  be  insured  and  is  computed  either  on  an  annual 
basis  or  on  a  three-year  basis;  and  in  the  latter  case,  a 
discount  of  10  per  cent  is  usually  allowed  from  the  full 
premium  for  three  years ;  and  payments  for  a  three-year 
policy  may  be  made  either  in  advance  or  in  three 
instalments,  50  per  cent  being  payable  the  first  year,  30 
per  cent  the  second  year  and  20  per  cent  the  third  year. 

Elevators  are  variously  known  as  "  passenger  eleva- 
tors," "passenger  and  freight  elevators,"  "factory" 
or  "  freight  elevators,"  which  are  used  in  manufacturing 
plants  exclusively;  "  sidewalk  elevators,"  "  one-story 
elevators,"  within  the  walls  of  a  building,  running  not 
more  than  twenty  feet  in  height;  "  private  house  eleva- 
tors ' '  used  in  dwellings  occupied  by  one  family  only,  and 
"  hand-hoists,"  a  term  applied  to  lifting  appliances 
through  hatchways  operated  by  hand  with  rope  or  chain, 
in  addition  to  which  there  are  "  moving  inclined  ways  " 
or  "  escalators  "  which  may  be  installed  inside  or  outside 
of  buildings,  and  "  sidewalk  chutes." 

The  premium  rates  for  elevators  of  the  different  classes 
above  mentioned  will  be  found  in  all  liability  manuals, 
and  are  supposed  to  apply  upon  limits  of  $5,000,  as  re- 
spects death  or  injury  to  one  person,  and  $10,000,  as  re- 
spects any  accident  involving  several  persons,  the  full 
rate  for  the  limits  stated  being  charged  for  each  elevator 
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written;  but  one  policy  may  be  written  to  cover  several 
elevators,  no  reduction,  however,  being  made  in  the  rate 
per  elevator  in  such  instances.  Lower  limits  than  $5,000 
and  $10,000  are  not  written  upon  elevators,  because  it  is 
reasoned  that  a  reduction  in  the  net  premium  received  by 
the  company  would  not  afford  sufficient  margin  for  proper 
and  satisfactory  inspections.  The  factory  elevator  rate 
applies  only  when  the  employers '  liability,  public  liability 
and  elevator  risks  are  written  concurrently,  all  policies 
to  expire  simultaneously,  and  when  the  factory  is  owned 
or  occupied  by  one  interest,  individual,  estate  or  corpora- 
tion for  manufacturing  purposes  exclusively.  When  a 
passenger  or  freight  elevator  has  been  insured  by  a  given 
company,  additional  insurance  may  be  furnished  upon 
the  same  elevator  to  other  persons  in  interest,  at  a  re- 
duced premium,  as  provided  for  in  the  schedule  of  rates 
to  be  found  in  the  manual ;  but  no  company  will  take  such 
additional  insurance  upon  any  elevator,  unless  it  is  also 
carrying  the  first  policy  thereon. 

Automobile  Policy 

The  automobile  policy  is  in  itself  a  contract  to  indem- 
nify against  loss  by  reason  of  claims  for  personal  injury, 
with,  of  course,  the  collateral  undertaking  of  providing 
defense  against  any  claims  for  such  injuries  whether 
groundless  or  not,  and  in  connection  with  this  policy  a 
property  damage  endorsement  is  furnished  when  desired 
by  the  assured,  the  coverage  under  which  endorsement 
applies  to  claims  for  damage  done  to  the  property  of 
others  than  the  assured  but  not  in  his  own  care  or  cus- 
tody nor  in  the  care  of  any  of  his  agents  or  employes. 

Entirely  apart  from  the  hazard  of  personal  injury 
and  damage  to  the  property  of  others,  incident  to  the 
maintenance  and  use  of  automobiles,  the  underwriter  is 
called  upon  to  insure  against  damage  to  the  assured's 
own  car  by  reason  of  its  coming  in  violent  contact  with 
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some  other  object,  such  coverage  being  known  as  collision 
insurance. 

Going  back  to  a  consideration  of  the  automobile  policy 
covering  personal  injuries,  it  should  be  understood  that 
this  policy  affords  protection  against  all  claims  upon  the 
assured  for  damages  on  account  of  bodily  injuries  and/or 
death  accidentally  suffered  or  alleged  to  have  been  suf- 
fered while  the  policy  is  in  force,  by  any  person  or  persons 
by  reason  of  the  ownership,  maintenance  or  use  of  any  of 
the  automobiles  named  and  enumerated  in  the  schedule. 

The  premium  rate  is  based  upon  what  is  known  as  the 
insurable  horsepower  of  the  car  and  by  this  is  meant  the 
horsepower  determined  by  the  use  of  a  definite  formula 
dealing  with  the  number  of  cylinders  and  the  bore  of  the 
cylinders,  a  standard  rate  being  determined  upon  for  all 
pleasure  cars  not  over  16  horsepower,  excepting  electric 
vehicles  on  which  the  rates  are  uniform,  and  from  the 
definite  rate  agreed  upon  for  cars  not  exceeding  16  horse- 
power there  is  a  gradual  increase  in  the  premium  rate  up 
to  and  including  60  horsepower  and  on  cars  with  higher 
horsepower  the  rates  are  uniform,  no  increase  in  rates 
being  made. 

The  premium  rates  referred  to  cover  only  one  interest 
named  as  assured,  an  additional  premium  being  charged 
for  any  additional  interests  named  in  the  policy  as  as- 
sured. It  will  be  understood  that  the  policy  will  protect 
the  named  assured  without  regard  to  the  identity  of  the 
person  operating  the  car  at  the  time  of  an  accident, 
excepting  only  that  accidents  caused  while  the  car  is  being 
operated  by  any  person  under  16  years  of  age  are  not 
covered. 

If  the  assured  owns  and  wishes  to  cover  more  cars  than 
the  number  of  chauffeurs  or  operators  named  in  the  pol- 
icy, as,  for  instance,  owning  two  cars  and  having  one 
chauffeur,  the  first  car  being  that  of  higher  horsepower 
may  be  rated  according  to  the  manual  and  the  second  car 
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being  that  of  lower  horsepower  may  be  rated  in  the 
schedule  at  one-half  of  the  manual  rate,  attaching  to  the 
policy  an  endorsement  providing  that  neither  of  the  cars 
shall  be  operated  by  anyone  but  the  named  chauffeur  or 
by  the  owner  when  accompanied  by  such  chauffeur. 

If  a  policy  is  issued  to  cover  in  the  name  of  a  co-part- 
nership or  corporation  a  so-called  pleasure  car  for  busi- 
ness use  of  the  co-partnership  or  corporation,  any  exten- 
sion of  the  coverage  to  provide  pleasure  use  by  any  indi- 
viduals must  be  effected  by  naming  the  individuals  as 
additional  assured  and  adding  proper  premium  charge 
for  such  additional  interests  upon  the  theory  that  a  co- 
partnership or  a  corporation  cannot  enjoy  the  pleasure 
use  of  an  automobile  so  that  any  pleasure  use  of  an  auto- 
mobile belonging  to  a  co-partnership  or  corporation  must 
be  in  the  interests  of  individuals  but,  of  course,  are  addi- 
tional interests  in  the  sense  in  which  this  term  is  used  in 
connection  with  liability  insurance  policies.  The  hazard 
involved  in  the  use  of  livery  vehicles  is  considered  to  be 
very  much  greater  than  that  involved  in  the  use  of  private 
vehicles  and  the  premium  charge  is  considerably  higher. 
The  premium  rate  for  property  damage  is  25  per  cent  of 
the  charge  for  personal  injury  coverage,  with  a  minimum 
charge  of  $10. 

With  respect  to  collision  insurance,  the  premium 
charge  is  based  upon  the  value  of  the  car  and  depends 
moreover  upon  whether  full  coverage  is  provided  or  not 
as  manual  rules  allow  a  differential  for  what  is  known  as 
deductible  average — that  is  to  say,  the  assured  is  allowed 
a  differential  in  consideration  of  a  provision  in  the  policy 
that  a  certain  definite  sum  named  therein  shall  be  de- 
ducted from  each  claim  and  insurance  granted  shall  be  for 
loss  or  damage  in  excess  of  that  amount  only. 

Policies  issued  upon  commercial  vehicles  vary  as  to 
premium  according  to  the  character  of  the  business  in 
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which  they  are  employed  and  also  depend  upon  the  terri- 
tory in  which  they  are  used. 

It  should  be  noted  that  territorial  differential  is  also 
employed  with  respect  to  the  premium  rates  charged  for 
pleasure  vehicles  in  the  operation  of  which  the  highest 
premium  charges  are  made  in  the  larger  cities  and  the 
lowest  premium  charges  in  the  rural  districts  of  the  coun- 
try. 

BIBLIOGRAPHY 

Anon  :  The  Law  of  Liability.  Digest  of  cases  decided  In  Federal 
and  State  Courts.    New  York,  1910.    Spectator  Co. 

BoABD  OF  Casualty  and  Subety  Undeewbitees  :  Report  of  com- 
mittee on  policy  forms  not  a  proper  subject  for  litigation.  Proceedings, 
1906:58. 

Deitch,  Guilford  A. :  The  Insurance  Digest.  Rough  Notes  Co., 
Indianapolis,  Ind. 

HiNEs  Sons  Co.,  C.  C. :    The  Insurance  Law  Journal. 

MooBE,  W.  F. :  Liability  Insurance.  Weekly  Underwriter,  New 
York,  72 :485. 

Renos  :    Employers'  Liability  Acts.    New  York.    Spectator  Co. 

Richards,  George  :  In,  A  Treatise  on  the  Law  of  Insurance.  New 
York,  1911.    Banks  Law  Pub.  Co. 

Seward,  Geoboe  F.  :  Liability  Insurance.  Weekly  Underwriter, 
New  York,  48 :495.    1893. 

Spectator  Co. :  Rules  and  Regulations  adopted  by  the  Liability 
Conference,  Jan.  1,  1905.    Insurance  Year  Book  (Blue),  1OO0:C-19. 

Spectator  Co. :  Liability  Laws  In  States  of  U.  S.  A.  In  Spectator 
Year  Book,  Life,  Casualty  and  Miscellaneous. 


Chaptee  XLV 

PEEMIUM  BATES 

By  Frank  E.  Law 

Problem 

The  problem  of  determining  liability  premium  rates 
consists  in  ascertaining  (1)  the  loss  cost  per  unit  of 
exposure,  and  (2)  the  loading  on  the  loss  cost  requisite 
to  pay  expenses,  contingencies,  and  profits.  The  measure 
of  the  exposure  varies.  In  employers'  liability  insurance, 
the  measure  generally  chosen  is  the  wage  expenditure 
(pay-roll),  but  tons  of  material  moved  (as  in  mining  and 
quarrying),  pounds  of  explosives  set  off  (as  in  quarrying 
and  tunneling),  and  pounds  of  steel  made  (as  in  steel- 
making)  have  been  used ;  in  public  liability  insurance,  the 
measure  generally  chosen  is  again  the  wage  expenditure, 
but  traffic  receipts  (as  on  railroads  and  ferries),  the  gross 
earnings  (as  in  electric-light  and  power  plants),  and  the 
number  of  siphons  distributed  (as  in  mineral- water 
factories)  have  been  used;  in  teams'  insurance,  the  mea- 
sure generally  chosen  is  the  number  of  teams  (ascertained 
by  dividing  the  total  pay-roll  by  the  average  wages  per 
driver),  but  the  number  of  horses  employed  has  been 
used;  in  general  liability  insurance,  the  measure  gener- 
ally chosen  is  the  floor  area  and  street  frontage,  but  the 
number  of  seats  (as  in  theatres)  and  the  gross  receipts 
(as  in  moving-picture  shows,  agricultural  and  horticul- 
tural shows,  etc.)  have  been  used;  and  in  elevator  insur- 
ance, the  measure  generally  chosen  is  the  number  of 
elevators.  Whatever  measure  is  chosen,  it  should  be  as 
closely  proportional  as  possible  to  the  quantity  of  hazard 
covered  by  the  insurance.  An  advantage  is  gained  by 
adhering  to  one  measure  of  exposure  throughout  the 
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entire  period  of  writing  insurance,  for  it  is  then  possible 
to  compare  loss  costs  per  unit  of  the  given  exposure  in 
periods  of  time  of  different  dates.  This  advantage  is  lost 
if  different  measures  of  exposure  are  employed  at  dif- 
ferent times. 

Difficulties 

The  difficulties  of  determining  liability  premium  rates 
are  very  great.  The  hazard  insured  against,  namely,  the 
loss  from  liability  imposed  by  law  for  injuries  or  death 
caused  by  accident,  is  continually  changing  and  all  the 
while  becoming  greater  by  reason  of  changes  in  the  laws 
holding  employers  and  others  to  greater  responsibility, 
by  court  decisions  effecting  the  same  result,  and  by 
the  increasing  disposition  of  juries  to  find  for  the  injured 
wherever  possible.  In  most  lines  of  insurance — life,  acci- 
dent, health,  fire,  etc. — the  conditions  are  constantly 
growing  better,  so  that  business  written  on  the  basis  of 
past  experience  will  show  a  saving  on  losses,  but  just  the 
reverse  is  true  in  liability  insurance,  the  conditions  so 
far  as  the  insurance  companies  are  concerned  are  con- 
stantly growing  worse,  so  that  business  cannot  be  written 
absolutely  on  the  basis  of  past  experience  if  a  heavy 
excess  of  losses  and  expenses  over  premiums  is  to  be 
avoided. 

While  changes  in  the  law,  in  the  decisions,  and  in  the 
attitude  of  the  community,  courts,  and  juries  toward 
the  question  of  responsibility  for  accidents,  have  been 
going  on  all  the  time,  they  have  been  going  on  at  a  rela- 
tively slow  rate  until  recently,  but  now  they  are  occurring 
at  an  accelerating  rate.  The  appropriate  simile  is  the 
likening  of  the  "changes  to  an  avalanche  which,  moving 
slowly  at  first,  gradually  attains  headway,  and  at  length 
acquires  such  momentum  that  it  sweeps  everything  be- 
fore it.  The  first  changes  were  timid  and  halting  and 
consisted  in  a  change  here  and  a  change  there  with 
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respect  to  tlie  doctrine  of  fellow  servant,  or  assumption 
of  risk,  or  contributory  negligence,  but  now  all  these  de- 
fenses have  been  swept  away  in  several  states,  thereby 
greatly  increasing  the  liability  of  employers  for  damages. 
In  addition,  workmen's  compensation  acts  have  been 
passed  in  several  states  which  are  presented  to  em- 
ployers and  employees  as  an  alternative  to  the  employers' 
liability  law.  In  the  presence  of  these  coexisting  work- 
men's compensation  acts  which  compel  the  payment  of 
compensation  to  injured  employees  by  employers  even 
when  not  at  fault,  there  is  a  tendency  for  courts  and 
juries  when  deciding  cases  under  the  employers'  liability 
law  to  minimize  the  question  of  negligence  and  in  in- 
creasing measure  to  hold  the  employer  liable  when  he  is 
not  at  fault. 

It  was  difficult  to  determine  liability  rates  when  the 
changes  were  proceeding  at  a  slow  rate,  but  the  diffi- 
culties have  multiplied  a  thousandfold  since  the  rate  has 
become  swift. 

To  the  uninitiated  it  may  seem  that  in  the  situation 
confronting  liability  underwriters,  past  experience  is 
valueless  and  that  the  best  method  of  fixing  rates  is  to 
depend  on  the  expert  judgment  of  those  who  have  had 
years  of  experience  in  underwriting  the  business.  Ex- 
perienced underwriters,  however,  are  the  first  to  assert 
the  unsoundness  of  this  view  and  to  insist  on  the  value  of 
past  experience  in  informing  and  correcting  the  judg- 
ment. The  past  experience  shows  the  loss  costs  under 
certain  known  conditions  and  also  the  changes  in  the  loss 
costs  due  to  known  changes  in  the  conditions,  especially 
when  comparisons  of  the  loss  costs  in  the  several  states 
are  made,  and  thus  affords  a  means  of  formulating  valu- 
able conclusions  respecting  the  rates  required  to  meet 
given  conditions. 

It  is  not  alone  the  changes  in  the  conditions  that  make 
the  determination  of  liability  rates  difficult,  but  also  the 
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fact  that  the  losses  are  deferred.  On  the  average,  eight 
years  are  required — counting  the  year  in  which  the  poli- 
cies were  written  as  the  first  year — to  liquidate  the  claims 
growing  out  of  accidents  occurring  under  policies  written 
in  any  given  year.  Of  course  there  are  some  scattering 
losses  that  are  not  paid  for  several  years  after  the 
expiration  of  eight  years,  but  these  are  practically  negli- 
gible in  determining  rates.  The  following  illustration, 
showing  the  percentages  of  the  premiums  paid  out  in  the 
successive  years  for  losses  and  expenses  of  investigating 
and  adjusting  claims,  is  typical: 


Payments  in  the 
several  years. 


Accumulated  payments 

at  ends  of  the  several 

years. 


Ist  year . 

2nd    " 

3rd 

4th 

5th 

6th 

7th 

8th 


.111 
.202 
.094 
.070 
.051 
.026 
.014 
.006 


.111 
.313 
.407 
.477 
.528 
.554 
.568 
.574 


The  losses  being  deferred  thus,  makes  it  impossible  to 
get  an  early  measure  of  the  effect  of  changes  in  the  con- 
ditions. The  experience  is  not  fully  completed  for  eight 
years  and  until  it  is  completed,  the  results  cannot  be 
surely  known.  It  is  possible  to  get  an  idea  what  the 
ultimate  losses  will  be  by  assuming  that  the  relation 
between  the  present  loss  ratio,  L,  at  the  end  of  a  given 
year,  say  the  third,  L^,  and  the  ultimate  loss  ratio,  Lj,  will 
be  the  same  as  the  relation  shown  by  past  experience, 
.574  H-  .407  =  1.41,  and  using  this  quotient  as  the  multi- 
plier of  the  present  loss  ratio,  Lg  =  Ls  X  1.41,  but  the 
assumption  involved  that  the  rate  of  settling  losses  is  the 
same  as  in  the  past  is  not  wholly  satisfactory,  and  may 
or  may  not  be  true. 

Another  difficulty  arises  out  of  the  narrowness  of  the 
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available  experience.  For  instance,  in  the  employers' 
liability  line  some  950  or  so  classifications  are  listed  in  the 
manual,  and  business  is  written  in  some  fifty  states  and 
territories.  Bates  for  about  47,500  classifications  bave, 
therefore,  to  be  determined  and  stated.  Again,  business 
is  written  at  varying  individual  and  total  limits,  and  the 
correct  relative  rates  for  these  must  be  ascertained.  It  is 
not  to  be  supposed  that  the  data  available  for  the  deter- 
mination of  rates  consist  of  so  many  different  items.  In 
some  states  not  over  three  or  four  of  the  950  classifica- 
tions are  written.  In  all,  out  of  the  possible  47,500  classi- 
fications that  may  be  written,  there  is  experience  on  about 
3,000  only. 

In  spite  of  all  these  things,  it  remains  a  fact  that  by  a 
systematic  study  of  past  and  present  experience,  a  very 
practical  and  useful  guide  in  underwriting  may  be  de- 
duced. But  it  will  be  a  long  while  before  liability  rates 
can  be  put  on  the  safe  and  scientific  basis  that  life  rates 
are  on,  if  indeed  this  is  ever  accomplished.  It  is  more 
likely  that  employers'  liability  laws  will  be  superseded 
by  workmen's  compensation  laws  before  this  day  can 
arrive. 

Co-operation  of  Companies 

The  difficulties  of  determining  right  liability  rates 
naturally  lead  companies  to  co-operate  with  each  other 
in  making  rate  compilations  and  rate  investigations.  By 
combining  the  experience  of  several  companies,  a  broader 
exposure  is  obtained.  Moreover,  a  number  of  under- 
writers working  together  in  determining  rates  will  check 
each  other's  conclusions  and  are  more  likely  to  reach 
right  results  than  individual  underwriters  working  alone. 
Co-operation  among  the  companies  in  determining  rates, 
therefore,  becomes  a  necessity  in  order  to  determine  right 
rates  and  to  avoid  discrimination  between  the  various 
classifications.  Such  discrimination  must  inevitably  occur 
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when  the  experience  is  narrow,  and  will  compel  some 
policyholders  to  pay  too  much  for  their  insurance  while 
others  pay  too  little. 

The  advantages  of  co-operation  were  recognized  early 
by  the  companies,  and  the  business  was  scarcely  well 
under  way  before  an  association  of  the  companies  known 
as  the  Liability  Conference  was  formed  in  1896.  This 
continued  in  existence  until  1911,  when  it  was  merged 
with  the  Workmen's  Compensation  Service  and  Infor- 
mation Bureau,  which  had  been  established  in  1910.  All 
of  the  important  companies  which  are  recognized  as  hav- 
ing a  close  and  accurate  knowledge  of  the  business  are 
members  of  this  bureau. 

The  Liability  Conference  utilized  the  combined  exper- 
ience of  its  members  in  determining  rates  and  the  Work- 
men 's  Compensation  Bureau  is  doing  so  also. 

Method 

The  method  of  deducing  liability  rates  outlined  here 
was  devised  by  the  writer  in  1900.  It  was  adopted  by  the 
Liability  Conference  and  was  used  in  determining  the 
rates  ia  the  conference  manual  of  May,  1901,  the  confer- 
ence manual  of  December,  1904,  and  the  conference 
manual  which  it  was  expected  would  be  published  iu  1910, 
but  was  not  on  account  of  the  work  having  been  taken  up 
by  the  Workmen's  Compensation  Service  and  Informa- 
tion Bureau.  r 

The  simplest  method  of  determining  rates  is  to  follow 
the  indications  of  each  classification  in  each  state,  exam- 
ining each  of  the  state  classifications  separately.  This, 
however,  is  unsatisfactory,  because  the  state  experience 
in  most  classifications  is  too  narrow  to  "  give  an  aver- 
age ' '  and  is  consequently  misleading. 

The  experience  for  the  country  at  large  is  accordingly 
adopted  as  the  basis,  and  the  differences  between  states 
ignored  for  the  time  being.    In  this  way  the  broadest  pos- 
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sible  basis  is  secured.  The  procedure  consists  of  two 
separate  and  distinct  steps:  first,  the  determination  of 
rates  or  list  prices  to  be  printed  in  the  manual ;  and  sec- 
ond, determination  of  the  differentials  or  discounts  off  of 
the  list  prices  for  each  of  the  several  states. 

Further  Broadening  of  Basis 

In  order  to  broaden  the  basis  still  further,  the  classifi- 
cations which  are  analogous  or  similar  in  hazard  are 
grouped,  and  the  average  pure  premium  loss,  that  is,  the 
loss  cost  per  unit  of  exposure,  is  ascertained  for  each 
group.  The  rules  observed  in  forming  the  groups  are  as 
follows : 

(a)  Similar  or  analogous  hazards  are  grouped  to- 
gether. 

(h)  Hazards  of  different  character,  but  carried  on  in 
the  same  works,  so  that  employees  are  likely  to  be  shifted 
from  one  occupation  to  another,  are  grouped  together. 

(c)  Hazards  in  which  "  jockeying  the  rate  "  is  likely 
to  occur,  that  is,  where  a  hazard  carrying  a  given  rate  is 
likely  to  be  written  by  an  agent  under  a  similar  classifica- 
tion at  a  lower  rate,  are  grouped  together. 

Selected  Values  of  Pure  Premium  Losses 

The  experience  of  all  the  companies  having  been  com- 
bined in  groups  of  classifications  of  similar  hazard,  both 
for  the  country  at  large  and  for  the  states  separately,  a 
table  is  then  prepared,  called  the  "  distribution  table," 
showing  the  pay-roll  and  average  pure  premium  loss  for 
each  group,  in  the  country  at  large  and  in  each  of  the 
states,  for  business  written  at  first  limits  of  $1,500  and 
$5,000  separately.  A  table  of  counter-differentials,  that 
is,  a  table  of  loss  costs  in  the  several  states  relatively  to 
the  country  at  large  stated  as  1,  is  also  prepared  from 
the  last  previous  tabulation  of  experience,  giving  the 
position  of  the  states  in  respect  to  relative  loss  costs  as 
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accurately  as  possible.  The  counter-differentials  of  some 
states  are  of  course  less  than  1  and  of  other  states 
greater  than  1,  indicating  loss  costs  respectively  less 
and  greater  than  the  country  at  large.  All  these  data 
are  then  carefully  studied  by  a  committee  of  under- 
writers, the  experience  of  each  state  being  reduced  to  the 
basis  of  the  country  at  large  by  means  of  the  counter- 
differentials  (this  is  done  by  dividing  the  state  pure 
premium  loss  by  the  state  counter-differential),  and  the 
pure  premium  losses  of  allied  groups  being  carefuUy 
compared.  As  a  result  of  these  studies  and  comparisons, 
the  selected  value  of  pure  premium  loss  for  $5,000  first 
limit  and  $10,000  second  limit  for  each  group  is  set  down. 
This  pure  premium  loss  is  the  loss  cost  per  unit  of 
exposure  that  would  be  sustained  by  a  company,  writing 
business  at  $5,000  first  limit  and  $10,000  second  limit, 
having  sufficient  volume  to  get  a  true  average  from  exper- 
ience over  the  country  at  large  if  the  physical  and  legal 
hazards  were  the  same  in  every  state  and  territory. 

Experience  Reported  by  Limits 

Experience  on  policies  written  at  first  or  individual 
limits  of  "  $2,500  and  under  "  is  reported  in  one  group 
(practically  all  of  these  will  have  been  written  at  $1,500 
limit)  and  experience  on  policies  written  at  first  or  indi- 
vidual limits  of  "  over  $2,500  and  under  $7,500  "  is 
reported  in  a  separate  group  (practically  all  of  these 
will  have  been  written  at  $5,000  limit),  while  experience 
on  policies  written  at  first  or  individual  limits  of  "  $7,500 
and  over  "  will  be  reported  in  as  many  different  groups 
as  there  are  different  first  or  individuallimits.  No  separ- 
ation of  experience  with  respect  to  the  second  or  total 
limit  is  made.  For  the  investigations  regarding  the  sec- 
ond limit,  see  paragraph  "  Disaster:  Influence  of  Second 
Limit  ",  infra. 
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Division  of  Losses 

When  the  question  of  expense  is  a  factor  or  there  is 
necessity  for  haste,  the  losses  are  reported  under 
the  headings  simply,  "Paid  Losses,"  "Outstanding 
Losses,"  and  "  Total  Losses."  But  whenever  it  is  pos- 
sible to  do  so,  it  is  better  to  divide  the  losses  under  the 
following  headings:  "  Medical,"  "  Compensation  to  In- 
jured," "  Allocated  Claim  Expenses,"  "  Unallocated 
Claim  Expenses,"  "  Outstanding  Losses,"  and  "  Total 
Losses."  If  some  policies  are  written  to  cover  "  First 
Aid  "  only,  while  other  policies  grant  "  Full  Medical 
Attention,"  a  further  division  under  these  headings  is 
necessary.  "  Compensation  to  Injured  "  comprises  the 
amounts  paid  in  settlement  of  claims.  ' '  Allocated  Claim 
Expenses  "  are  those  claim  expenses  ordinarily  entered 
ia  a  company's  loss  cash  books  and  comprise  fees  to 
attorneys  for  defending  cases,  court  costs,  fees  paid  for 
expert  testimony,  etc.  "  Unallocated  Claim  Expenses  " 
are  those  claim  department  expenses  that  cannot  readily 
be  charged  to  individual  claims,  such  as  salaries  of  claim 
examiners,  adjusters,  and  attorneys,  rent,  stationery,  etc., 
and  are  consequently  not  entered  in  a  company's  loss 
cash  books,  as  a  rule,  but  are  entered  ia  a  separate  ac- 
count. These  unallocated  claim  expenses  are  known 
then  as  the  amounts  expended  in  given  years  on  account 
of  losses  during  the  current  year  and  seven  preceding 
years,  it  requiring,  as  has  already  been  pointed  out,  eight 
years  to  liquidate  the  claims  arising  under  policies  writ- 
ten in  any  given  year.  These  unallocated  claim  expenses 
are  then  distributed  by  a  system  of  percentages  deduced 
from  an  examination  of  the  work  of  the  claim  department 
and  ascertainment  of  the  proportional  amoimts  of  work 
done  in  the  current  year  on  claims  of  the  current  year  and 
preceding  years.  The  percentages  adopted  to  effect  the 
distribution  in.  the  company  with  which  the  writer  is  con- 
nected are  as  follows :    Let  A  represent  the  imaUocated 
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claim  expenses  of  any  given  year.  Then  the  amount 
chargeable  to  the  current  year  is  .325  A,  to  the  preceding 
year,  .375  A,  to  the  second  year  preceding,  .10  A,  to  the 
third  year  preceding,  .10  A,  to  the  fourth  year  preceding, 
.05  A,  to  the  fifth  year  preceding,  .03  A,  to  the  sixth  year 
preceding,  .015  A,  and  to  the  seventh  year  preceding, 
.005  A.  These  are  the  percentages  for  ' '  level ' '  volume, 
that  is,  equal  premium  incomes  in  the  successive  years. 
When  the  volume  is  not  level,  the  percentages  are  varied 
in  a  suitable  manner.  In  the  liability  loss  reserve  laws 
passed  in  the  year  1911,  in  New  York,  Massachusetts, 
Connecticut,  and  other  states,  the  view  is  taken  that  the 
unallocated  claim  expenses  may  fairly  be  distributed 
over  five  years  instead  of  eight.  The  practical  difference 
between  a  distribution  over  five  years  and  eight  is  not 
great,  for  it  will  be  noted  that  but  5  per  cent,  is  charge- 
able to  the  fifth,  sixth,  and  seventh  years  preceding  the 
current  year.  "  Outstanding  Losses  "  will  be  the  sum  of 
the  company's  estimates  of  the  cost  of  disposing  of  pend- 
ing claims.  This  sum  will  always  be  less  than  the  com- 
pany's full  reserve  for  outstanding  losses,  because 
certain  accidents,  which  have  been  reported,  but  which 
appear  to  possess  no  element  of  liability,  wiU  rise  into 
claims. 

Number  of  Accidents 

In  reporting  experience  it  is  well  to  have  the  number 
of  accidents  which  have  occurred  set  down  for  each  classi- 
fication in  each  state.  The  information  is  useful  in  a 
variety  of  ways, — dealing  with  the  question  of  first  aid 
and  subsequent  medical  attention,  in  dealing  with  the 
question  of  the  costs  of  making  investigations  of  accidents 
in  the  various  classifications  in  the  several  states,  in 
dealing  with  the  question  whether  the  physical  hazards 
are  increasing  or  decreasing,  and  in  estimating  in  some 
degree  the  relative  extent  to  which  various  classifications 
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are  affected  by  a  change  of  the  law  by  reason  of  the  rela- 
tive frequency  or  infrequency  of  accidents. 

Trade  Hazard  as  Distinguished  From  Common  Hazard 

Sometimes  the  question  is  raised  whetber  it  is  neces- 
sary to  differentiate  between  the  trade  hazard,  that  is, 
the  hazard  peculiar  to  the  given  trade,  and  the  remaining 
hazard  common  to  all  industrial  operations.  Caving  in  of 
a  bank,  in  the  case  of  contractors,  an  accident  caused  by 
a  loom  or  a  carding  machine  in  the  case  of  textile  manu- 
facturers or  a  flesher  in  the  case  of  morocco  dressers, 
would  come  under  the  trade  hazard,  while  a  boiler  explo- 
sion, a  fly-wheel  disruption,  or  an  elevator  accident,  would 
come  under  the  common  hazard.  Separation  of  losses  due 
to  the  trade  hazard  from  those  due  to  the  common  hazard 
has  never  been  made  so  far  in  any  tabulation  of  exper- 
ience owing  to  the  expense.  It  is  urged  by  those  who 
insist  that  the  differentiation  should  be  made  that  an 
injustice  is  often  done  to  an  individual  classification  or 
group  of  classifications  when  a  heavy  loss,  due  to  the 
common  hazard,  such  as  a  boiler  explosion,  is  allowed  to 
fall  wholly  on  the  one  classification  or  group  instead  of 
being  distributed  over  all  the  classifications.  While  it  is 
true  that  information  of  interest  would  be  obtained  and 
rates  would  be  made  with  somewhat  greater  exactness  if 
the  costs  of  the  trade  hazard  and  of  the  common  hazard 
were  determined  separately,  it  is  doubtful  whether  it  is 
worth  while  to  go  to  the  expense  at  present  when  there 
are  other  factors  of  greater  importance  of  which  it  is 
impossible  to  get  an  exact  measure. 

Disaster:  Influence  of  Second  Limit 

A  disaster  may  be  defined,  for  experience  purposes,  as 
an  accident,  causing  injuries  to  several  persons  and  in- 
volving the  payment  of  an  amount  in  excess  of  the  first 
limit  of  the  policy.  In  the  experience  tabulations  made 
thus  far,  no  separate  examination  of  disasters  has  been 
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made  owing  to  the  expense  of  the  examination.  It  is  a 
question  of  course  whether  a  disaster  should  be  charged 
wholly  to  the  classification  in  which  it  occurs,  or  should 
be  distributed  over  the  entire  business.  Disasters  are 
not  numerous  relatively,  so  that  they  can  be  dealt  with 
effectively  by  having  the  companies  report  a  list  of  the 
disasters  in  their  experience,  with  a  full  statement  of  the 
details,  and  by  considering  then  each  disaster  separately, 
in  setting  down  the  selected  values  of  pure  premium 
losses.  Unless  the  experience  in  the  group  of  classifica- 
tions containing  a  disaster  is  very  broad — broad  enough 
to  give  a  true  average — ^part  of  the  losses  due  to  the  dis- 
aster should  be  distributed  over  the  entire  experience, 
and  whole  disaster  losses  not  be  charged  to  the  group  of 
classifications. 

From  a  study  also  of  these  disasters,  information  may 
be  gained  with  reference  to  the  increase  in  rate  necessary 
for  higher  second  limits.  The  experience  relative  to 
disasters  is  merely  indicative,  however,  and  is  not  an 
absolutely  sure  guide,  owing  to  the  narrowness  of  the 
disaster  experience.  The  influence  of  the  first  or  indi- 
vidual limit  preponderates  greatly  over  the  influence  of 
the  second  or  total  limit. 

Corrections  and  Loadings 

The  selected  values  of  pure  premium  losses  for  $5,000 
first  limit  and  $10,000  second  limit  having  been  set  down, 
the  determination  of  rates  for  the  country  at  large  fol- 
lows. This  consists  of  three  separate  and  distinct  steps: 

First,  correction  of  pure  premium  losses  to  the  values 
corresponding  to  completed  experience. 

Second,  correction  of  pure  premium  losses  to  values  on 
the  basis  of  losses  that  will  be  sustained  during  the  period 
in  which  the  rate-book  will  be  used,  that  is,  correction  for 
"  business  growing  worse." 

Third,  addition  of  loading  for  expenses. 
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Correction  to  Completed  Experience 

If  only  the  years  on  which  all  claims  had  been  liqui- 
dated and  experience  completed  were  included  in  the 
tabulations,  the  experience  would  be  narrowed  and  would 
lack  the  part  which  it  is  most  desirable  to  use — the  recent 
experience.  The  omission  of  incomplete  experience 
would  leave  out  the  experience  on  business  of  the  last 
eight  years,  for,  as  has  been  pointed  out,  it  requires  eight 
years  to  liquidate  the  claims  under  policies  written  in  any 
given  year.  The  omission  of  recent  experience  would 
result  in  lack  of  measure  of  the  new  conditions  develop- 
ing, for,  as  has  been  pointed  out,  the  employer  is  all  the 
while  being  held  to  a  stricter  accountability  for  injuries 
suffered  by  his  employees. 

The  use  of  recent  experience,  incomplete  as  it  is,  is 
made  possible  by  iacludirig  in  the  experience  the  esti- 
mates of  the  costs  of  settling  specific  outstanding  claims 
and  suits  and  applying  a  correction  for  the  deficiency 
between  these  estimates  and  the  ultimate  cost  of  all  out- 
standing losses, — those  cases  which  have  developed  into 
claims  or  suits  and  those  cases  which  have  not  yet  devel- 
oped into  claims  or  suits.  The  specific  estimates  always 
fall  short  of  full  reserves  necessary  for  two  reasons :  first, 
because  it  is  never  possible  to  estimate  the  costs  with 
absolute  accuracy,  and  second,  because  claims  will  be 
made  and  suits  will  be  brought  that  have  not  yet  been 
developed.  For  instance,  the  company  with  which  the 
writer  is  connected  carried  a  reserve  for  outstanding 
liability  losses  at  December  31, 1910,  under  the  New  York 
law  of  1905,  of  $1,230,753.18,  while  the  total  of  the  specific 
estimates  of  the  cost  of  the  claims  and  suits  in  sight  was 
$948,525  only,  the  former  thus  being  $282,228.18  greater 
than  the  latter.  As  is  well  known,  the  New  York  law  of 
1905  does  not  provide  for  adequate  reserves  as  a  general 
rule  and  has  consequently  been  superseded  by  a  new  law 
passed  in  1911. 
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In  making  the  correction  to  reduce  the  experience  to 
completed  condition,  it  is  necessary,  therefore,  first,  to 
ascertain  the  deficiency  in  the  outstanding  loss  estimates, 
and  second,  to  distribute  this  deficiency. 

The  ascertainment  of  the  deficiency  may  be  effected  in 
either  of  two  ways, — by  noting  the  difference  between  the 
amount  of  the  specific  estimates  for  outstanding  losses 
and  the  reserve  for  the  corresponding  years  required  by 
the  new  New  York  law  of  1911,  or  by  the  method  of  cor- 
rection coefficients.  In  brief,  the  method  of  correction 
coefficients  consists :  first,  in  noting  the  average  ultimate 
loss  ratio  of  a  number  of  years  for  which  completed 
experience  is  available ;  second,  in  noting  the  average  loss 
ratio,  paid  and  outstanding,  at  the  end  of  the  first  year 
(that  is,  the  year  in  which  the  policies  were  written),  the 
average  loss  ratio,  paid  and  outstanding,  at  the  end  of  the 
second  year ;  the  average  loss  ratio,  paid  and  outstanding, 
at  the  end  of  the  third  year,  at  the  end  of  the  fourth  year, 
and  so  on,  determining  all  of  these  average  loss  ratios, 
however,  by  taking  the  sum  of  the  premiums  and  the  sum 
of  the  losses  of  the  years  under  consideration,  so  that  each 
year  shall  exercise  an  influence  proportionate  to  its  vol- 
ume and  no  more;  third,  determining  the  correction 
coefficients  by  dividing  the  loss  ratio  at  the  end  of  the  first 
year  into  the  ultimate  loss  ratio,  the  loss  ratio  at  the  end 
of  the  second  year  into  the  ultimate  loss  ratio,  and  so  on, 
and  thus  arriving  at  a  set  of  factors  expressing  the  rela- 
tion between  the  loss  ratios  at  any  stated  time  during  the 
period  when  settlements  are  being  made  and  the  ultimate 
loss  ratio;  fourth,  using  these  correction  coefficients  to 
calculate  the  ultimate  losses  of  the  years  of  business  em- 
braced in  the  experience  under  consideration  by  multi- 
plying the  present  paid  and  outstanding  losses  based  on 
specific  estimates  by  the  appropriate  correction  coefficient 
corresponding  to  the  given  stage  reached  in  the  history 
of  the  year's  business  being  dealt  with,  whether  it  be  at 
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the  end  of  the  second  year,  the  third  year,  or  fourth  year, 
or  other  stage ;  and  fifth,  ascertaining  the  one  correction 
coefificient  applicable  to  the  total  of  the  years  embraced  in 
the  experience  by  dividing  the  sum  of  the  present  losses, 
paid  and  outstanding,  into  the  sum  of  the  ultimate  losses 
as  calculated  by  applying  the  individual  correction  coeffi- 
cients. It  is  best  to  use  tabulations  of  experience  in  which 
the  correction  or  loading  necessary  on  account  of  the  ex- 
perience being  incomplete  shall  be  as  small  as  possible. 
Grenerally  it  is  possible  to  keep  it  down  to  10  per  cent,  or 
less,  that  is,  the  correction  coefficient  for  the  group  of 
years  chosen  does  not  exceed  1.1.  Great  care  and  good 
judgment  must  be  exercised  in  using  this  method  of  cor- 
rection coefficients  or  erroneous  results  will  be  obtained. 
The  method  cannot  be  applied  rigidly.  Due  investigation 
must  be  made  to  determine  whether  there  has  been  any 
variation  in  the  rate  of  settling  losses,  that  is,  whether 
quicker  settlements  or  slower  settlements  are  being  made, 
and  due  allowance  must  be  made  for  any  changes  dis- 
covered. The  method  involves  a  number  of  assumptions, 
— constant  composition  of  the  business  in  successive  years 
in  respect  to  classifications  and  distribution  by  states, 
unvarying  rates  from  year  to  year  (that  is,  equal  prem- 
ium charges  for  equal  hazards),  and  unchanging  rates  of 
settlement  from  year  to  year. 

Having  by  one  or  other  of  these  methods  determined 
the  amount  of  the  deficiency  in  the  specific  loss  estimates, 
this  amount  is  distributed  generally  by  multiplying  the 
pure  premium  losses  by  the  one  correction  coefficient  ex- 
pressing the  relation  between  the  amount  of  the  specific 
loss  estimates  and  the  amount  of  the  ultimate  losses.  Of 
course  this  results  in  loading  some  pure  premium  losses 
too  much  and  others  too  little,  but  the  plan  is  as  good  as 
can  be  devised  considering  all  the  circumstances. 
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Correction  for  "  Business  Growing  Worse  " 

In  studying  any  subject,  it  is  important  to  consider  it 
in.  its  historical  aspect.  This  is  particularly  important 
in  insurance  where  the  rates  are  based  in  part  at  least  on 
past  experience.  A  careful  investigation  is,  therefore, 
required  to  determine  whether  conditions  are  changing, 
and  if  so,  at  what  rate. 

It  being  granted  that  the  business  is  "growing  worse," 
it  is  evident  that  the  average  pure  premium  loss  for  the 
group  of  years  serving  as  the  basis  cannot  properly  be 
used  without  correction  in  fixing  the  rates  to  be  charged 
now  or  in  the  future.  The  rates  fixed  from  such  exper- 
ience would  be  too  low. 

It  has  been  found  that  in  a  large  volume  of  business, 
the  distribution  by  classifications  and  states  is  sufficiently 
constant  to  make  it  possible  to  use  the  pure  premium 
losses  (corrected  to  ultimate  values)  of  the  successive 
years  to  measure  the  extent  to  which  business  is  "  grow- 
ing worse."  Comparisons  of  the  pure  premium  losses 
for  the  country  at  large  in  the  successive  years  are  made, 
both  for  $1,500  limit  and  $5,000  limit,  and  for  the  several 
schedules  in  which  the  classifications  are  grouped.  Care 
of  course  must  be  exercised  to  eliminate  any  error  due  to 
deficient  or  incorrect  pay-roUs.  Co-ordinate  geometry 
may  be  utilized  to  predict  the  probable  cost  of  future 
business  by  a  graphical  method,  laying  off  on  a  base-line 
equal  distances  to  represent  years,  erecting  ordinates  to 
represent  the  pure  premium  losses  of  the  several  years, 
drawing  a  smooth  curve  limiting  the  ends  of  the  ordi- 
nates, extending  the  curve  in  its  general  direction,  and 
measuring  the  lengths  of  the  ordinates  for  the  future 
years.  These  predicted  pure  premium  losses  may  then 
be  compared  with  the  average  pure  premium  loss  for  the 
period  of  years  of  which  the  experience  is  being  used,  and 
a  factor  for  "  business  growing  worse  "  established.  This 
factor  can  then  be  used  to  correct  the  pure  premium 
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losses.  This  method  is  known  as  the  method  of  pure 
premium  losses. 

Another  method,  kaown  as  the  method  of  loss  ratios, 
may  he  used.  In  this  method,  the  experience  of  the 
respective  states  is  examined  separately,  one  state  at  a 
time.  The  country-at-large  selected  values  of  pure 
premium  losses  are  loaded  to  reduce  to  completed  exper- 
ience, to  provide  for  business  growing  worse,  and  for 
expense  loading,  and  what  may  be  called  the  normal  or 
natural  rates  ascertained.  These  are  applied  to  the  pay- 
rolls of  the  successive  years'  business  of  the  state  under 
consideration,  each  year  separately,  and  the  premium 
incomes  ascertained.  These  premium  incomes  are  then 
divided  into  the  losses  of  the  corresponding  years  and  the 
loss  ratios  ascertained.  A  base-line  is  laid  off  with  equal 
distances  to  represent  years,  ordinates  erected  propor- 
tional in  length  to  these  normal  loss  ratios,  the  actual 
and  probable  curves  drawn,  and  predictions  made  as 
before  in  the  case  of  the  pure  premium  losses.  The 
selected  values  of  pure  premium  losses,  it  will  be  evident, 
can  be  used  just  as  well  as  the  rates  in  making  this  inves- 
tigation, and  comparison  made  of  the  quotients  obtained 
by  dividing  the  calculated  losses  based  on  the  selected 
values  of  pure  premium  losses  used  as  the  standard  with 
the  actual  losses. 

The  extreme  importance  of  thus  viewing  the  experience 
in  its  historical  aspect  cannot  be  overestimated. 

If  a  large  number  of  companies  are  contributing  their 
experience  and  thus  greatly  broadening  the  experience 
used  as  a  basis,  it  is  possible  to  omit  the  experience  of  the 
earlier  years  and  avoid  the  errors  due  to  its  being  ob- 
tained imder  quite  different  conditions  from  the  recent 
experience.  The  most  valuable  experience  for  use  as  the 
basis  in  rate-making  is  the  recent  experience,  provided 
enough  of  it  may  be  obtained  to  afford  a  true  average  and 
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provided  it  is  not  too  recent  to  introduce  errors  due  to  its 
being  incomplete. 

Loading  for  Expenses 
The  items  that  enter  into  the  loading  for  expenses  are 
generally  known  as  a  percentage  of  the  premiums  and  are 
as  follows : 

c  =  Commissions  to  agents, 
b  =  Business-getting  expense  in  addition  to  commissions 

to  agents, 
u  =  Underwriting  expense,  that  is,  expense  of  selecting 
and  caring  for  business,  including  the  cost  of  under- 
writing proper,   booking,   inspecting,   auditing  pay- 
rolls, statistics,  etc. 
g  =  General  expenses,  such  as  management,  taxes,  license 

fees,  etc. 
d  =  Underwriting  profit, 
i  =  Investment  profit. 

Denote  the  other  factors  involved  in  the  rate  calcula- 
tions by  the  following  symbols : 
X  =  Indicated  rate. 

p  =  Pure  premium  loss  for  limits  of  $5,000  and  $10,000, 
loaded  for  completed  experience  and  for  "  business 
growing  worse."    It  will  be  remembered  that  p  in- 
cludes all  expenses  of  investigating  and  adjusting 
claims,  both  the  allocated  claim  expenses  and  the  un- 
allocated claim  expenses,  the  latter  having  been  added 
by  a  system  of  percentages  (see  paragraph  "  Division 
of  Losses  ",  ante). 
The  assumption  is  generally  made  that  whatever  the 
rate  may  be,  the  same  percentage  of  the-  premium  is  con- 
sumed by  the  expenses.    On  this  assumption,'  the  formula 
for  the  derivation  of  the  rate  from  the  pure  premium  loss, 
proper  provision  being  made  for  the  expense  loading,  is 

x  =  cx-fbx  +  iix-f-gx-|-dx  —  ix  +  p 

P 


Whence  x  = 


1— (c  +  b  +  u-f  g  +  d  — i) 
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Rates  for  the  Country  at  Large 

From  the  selected  values  of  pure  premium  losses  for 
$5,000  limit,  corrected  to  completed  experience,  corrected 
for  ' '  business  growing  worse, ' '  and  loaded  for  expenses, 
there  results  a  table  of  rates  for  the  country  at  large. 
These  are  the  rates  at  which  business  might  be  written 
everywhere  if  the  physical  and  legal  hazards  were  the 
same  everywhere.  But  the  physical  and  legal  hazards 
are  not  the  same  everywhere.  Therefore  the  rates  must 
be  higher  ia  some  states  than  the  mean  rates,  and  must 
be  lower  in  other  states  than  the  mean  rates;  in  short, 
differentials  must  be  applied.  These  rates  for  the  coun- 
try at  large  are  the  mean  rates. 

Counter-Differentials 

It  has  been  noted  that  there  are  differences  between  the 
states  in  respect  to  physical  and  legal  hazards.  By  phys- 
ical hazard  is  meant  exposure  to  danger  in  doing  work, 
in  methods  of  doing  work,  in  kind  of  machinery  used,  in 
precautions  taken  against  the  occurrence  of  accidents, 
and  in  character  and  intelligence  of  employees.  By  legal 
hazard  is  meant  the  laws  and  judicial  decisions  and  the 
attitude  of  the  community,  courts,  and  juries  toward  the 
question  of  the  relations  between  master  and  man. 

For  the  ascertainment  of  the  values  of  the  differentials 
necessary  to  be  applied  in  the  several  states  by  reason  of 
the  differences  in  physical  and  legal  hazard,  and  the  dif- 
ferences in  the  costs  of  liability  settlements  consequent 
thereon,  it  seems  at  first  sight  as  if  a  comparison  of  aver- 
age pure  premium  losses  would  suffice.  But  this  overlooks 
the  fact  that  a  preponderance  of  business  in  a  hazardous 
schedule  like  contractors,  or  in  a  non-hazardous  schedule 
like  textile,  may  increase  or  decrease  the  average  pure 
premium  loss,  and  the  position  of  the  state  would  thus  be 
determined  by  the  distribution  of  the  business  in  respect 
to  schedules  instead  of  by  the  inherent  quality  of  the 
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business.  This  difficulty  can  be  gotten  over  only  by  a 
method  that  eliminates  the  influence  of  distribution  of 
business  in  respect  to  schedules.  This  elimination  may 
be  accomplished  by  the  method  of  counter-differentials, 
which  effects  the  elimination  automatically  by  the  use  of 
rates  proportional  to  the  various  hazards. 

The  method  of  counter-differentials  consists  in  ascer- 
taining the  values  of  factors  expressing  how  much  better 
or  how  much  worse  the  business  runs  in  each  state  than 
it  does  in  the  country  at  large ;  in  other  words,  the  rela- 
tive cost  of  liability  settlements  in  the  several  states.  The 
loss  cost  for  the  country  at  large,  that  is,  for  the  United 
States  as  a  whole,  is  taken  as  the  basis  and  designated  as 
1.  The  costs  in  the  several  states  are  then  stated  rela- 
tively to  this  loss  cost  of  1  for  the  country  at  large. 

Using  the  rates  for  the  country  at  large — the  mean 
rates — and  applying  these  to  the  pay-rolls  in  the  several 
groups  of  classifications  in  the  experience  in  each  state, 
what  may  be  called  the  normal  or  natural  premium  income 
is  calculated  for  each  state,  and  not  only  for  the  state  as 
a  whole,  but  also  for  each  individual  schedule  in  the  state. 
Schedules,  it  will  be  remembered,  are  nothing  more  than 
groups  of  classifications  of  kindred  physical  hazard. 
Using  these  calculated  premium  incomes,  the  correspond- 
ing normal  loss  ratios  are  ascertained  by  division  of  the 
premium  incomes  into  the  losses.  If  now  the  calculated 
normal  loss  ratio  for  the  country  at  large  is  divided  into 
the  calculated  normal  loss  ratio  for  each  state,  a  factor 
is  obtained  showing  how  much  better  or  how  much  worse 
the  given  state  is  than  the  country  at  large.  This  is  done, 
not  only  for  the  business  as  a  whole  in  each  state,  but  also 
for  the  business  in  each  schedule  in  each  state. 

These  calculations  having  been  effected,  there  results 
for  each  state  a  set  of  counter-differentials,  equal  in 
number  to  the  number  of  schedules  plus  one,  the  one  addi- 
tional being  that  for  all  schedules  combined,  the  business 
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of  the  state  as  a  whole.  It  will  be  found  ordinarily  that 
these  counter-differentials  differ  in  value.  Examining 
the  counter-differentials  further,  it  will  be  found  that 
wherever  the  volume  of  business  is  large  enough  to  give 
a  fair  average,  there  is  equality  in  the  values  of  the 
counter-diiferentials.  For  instance,  the  volume  of  busi- 
ness is,  as  a  rule,  large  in  the  contractors',  metal,  and 
miscellaneous  schedules,  and  the  counter-differentials  of 
these  schedules  are  invariably  identical  in  value  within 
any  given  state,  whatever  the  state  selected.  This  fact, 
it  seems  to  the  writer,  answers  the  question  whether  one 
or  several  differentials  need  be  provided  for  a  state,  that 
is,  varying  differentials  for  the  several  schedules  or  the 
same  differential  for  all  schedules,  for  it  leads  necessarily 
to  the  conclusion  that  the  differences  between  states  by 
reason  of  the  physical  and  legal  hazards  are  exactly  the 
same  in  all  schedules  and  that  but  one  differential  is 
required,  or  rather  that  the  identical  differential  should 
be  used  for  all  schedules. 

After  thus  determining  the  counter-differentials  from 
the  experience,  corrections  will  have  to  be  made  in  the 
table  by  reason  of  changes  in  the  law  and  of  decisions 
coming  after  the  period  covered  by  the  experience.  It 
is  necessary  to  make  comparative  studies  of  the  laws  and 
decisions  in  the  several  states.  Necessarily  judgment  and 
knowledge  of  the  business  obtained  by  long  years  of  work 
in  it  must  play  a  large  part  here. 

Having  now  a  table  of  rates  for  the  country  at  large 
and  a  table  of  counter-differentials,  the  rate  for  a  given 
classification  in  a  given  state  may  be  determined  by  mul- 
tiplying the  rate  for  the  country  at  large  for  the  given 
classification  by  the  counter-differential  of  the  state.  For 
instance,  suppose  the  rate  for  masons  for  the  country  at 
large  is  $3.85,  and  it  is  desired  to  know  the  rate  for  Illi- 
nois. The  counter-differential  of  Illinois  is,  say,  1.4.  The 
rate  for  Illinois  is  then  $3.85  X  1.4  =  $5.39. 
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Manual  Rates  and  Differentials 

From  the  table  of  counter-differentials,  the  differen- 
tials may  be  determined.  It  is  best  generally  that  the 
manual  rates  shall  be  stated  at  the  figures  for  rates  in 
the  tariff  states,  the  states  where  no  discounts  are 
allowed.  Say  the  counter-differential  of  the  state  show- 
ing the  highest  relative  loss  cost  is  2.  The  manual  rates 
would  accordingly  be  made  twice  the  rates  for  the  country 
at  large.  The  differentials  would  then  be  ascertained  by 
finding  the  counter-differentials  of  the  several  states 
relatively  to  the  tariff  states  and  subtracting  the  result 
from  L  Thus  the  differential  of  Illinois,  its  counter- 
differential  relatively  to  the  country  at  large  being  1.4, 
would  be  1  —  (1.4^  2)  =  1  —  .7  =  .3,  or  30  per  cent. 

Rates  for  Various  Limits 

Comprehensive  data  on  which  to  determine  rates  for 
various  first  or  individual  and  second  or  total  limits  are 
lacking.  A  careful  study  and  comparison  of  the  available 
data  is  needed  to  reach  reliable  conclusions. 

Comments  on  Method 

It  will  be  evident  from  a  perusal  of  the  foregoing  that 
in  deducing  liability  premium  rates,  a  slavish  adherence 
to  the  rules  is  not  possible.  An  elastic  treatment  of  the 
data  is  necessary,  a  treatment  in  which  judgment  and 
long  experience  in  the  business  play  a  principal  part. 
The  conditions  against  which  the  companies  insure  are 
constantly  shifting  and  fluctuating  so  that  the  obtaining 
of  an  absolute  mathematical  measure  of  the  costs  is  in 
the  highest  degree  difficult. 

Other  Lines 

In  determining  the  rates  for  public  liability,  contingent 
liability,  vessel,  teams',  general  liability,  elevator,  phys- 
icians' liability,  and  druggists'  liability  lines,  methods 
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identical  so  far  as  possible  with  the  foregoing  described 
method  are  used,  varying  it  only  in  so  far  as  it  is  neces- 
sary because  of  differences  in  the  characters  of  the  lines 
or  differences  in  the  conditions. 

Special  Rates 

The  manual  rates  are  suited  to  the  average  risk.  But 
all  risks  do  not  conform  to  the  average.  Differences 
exist  in  risks  and  it  is  right  that  some  risks  should  pay 
a  higher  rate  and  others  a  lower  rate,  even  though  they 
all  fall  under  the  identical  manual  classification.  The 
manual  classifications  do  not  describe  risks  fully.  They 
stop  after  naming  the  trade  or  business.  Character  of 
management,  spacing  of  machinery,  lighting,  safeguards 
provided,  speed  of  work,  hours  of  labor,  intermissions  for 
rest,  character  and  intelligence  of  employees,  relations 
between  employer  and  employees,  whether  of  good-will 
or  ill-wiU,  care  taken  of  employees  in  case  of  injury,  prox- 
imity of  negligence  attorneys  to  incite  to  claim-making — 
all  are  important  factors,  sometimes  more  important 
than  the  nature  of  the  business. 

Having,  therefore,  had  sufficient  experience  on  a  risk 
to  give  a  true  average  and  to  indicate  its  true  character, 
it  is  right  to  rate  a  risk  up  or  down  and  make  it  contribute 
its  fair  quota  to  the  common  fund,  a  quota  proportional  to 
the  hazard  of  the  operations  of  the  risk  relatively  to  the 
mean  hazard. 

A  valuable  adjunct  to  the  experience  in  rating  risks  up 
or  down  is  the  inspection  of  the  risk  by  a  competent, 
experienced  inspector. 

Workmen's   Compensation  Rates 

The  Liability  Conference  recognized  several  years  ago 
that  workmen's  compensation  for  accidents  was  coming 
in  this'  country  and  began  the  compilation  of  experience 
on  wMch  to  base  rates  for  workmen's  compensation  in- 
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surance.  The  companies  had  long  been  transacting  a  Une 
of  insurance  known  as  workmen's  collective  insurance 
which  differed  no  whit  from  workmen's  compensation 
provided  by  law  except  that  smaller  benefits  were  paid. 
Workmen's  compensation  insurance  and  workmen's  col- 
lective insurance  are  nothing  but  forms  of  personal  acci- 
dent insurance  covering  a  number  of  workmen  collec- 
tively. Accordingly  the  Liability  Conference  obtained 
from  the  companies  composing  its  membership  data  of 
deaths,  permanent  disabilities  (their  nature  and  the  age 
at  which  they  were  contracted),  and  temporary  disa- 
bilities (their  nature  and  the  number  of  weeks  and  days 
they  kept  the  injured  from  work),  occurring  under  the 
workmen's  collective  policies  they  had  written,  together 
with  the  wage  exposure  under  these  policies.  These  data 
enabled  the  calculation  of  the  costs  of  benefits  under  the 
various  workmen's  compensation  acts  enacted  in  the  sev- 
eral states,  and  consequently  the  rates  necessary  to  be 
charged  for  workmen's  compensation  insurance.  These 
data  by  the  merger  of  the  Liability  Conference  with  the 
Workmen's  Compensation  Service  and  Information  Bu- 
reau have  become  available  to  the  bureau  also.  Further 
data  useful  in  determining  workmen's  compensation 
rates  are  supplied  by  the  data  of  accidents  under  em- 
ployers' liability  policies  and  by  the  experience  of  the 
companies  under  personal  accident  policies.  The  com- 
panies thus  have  a  sure  guide  for  their  imderwriting  of 
workmen's  compensation  insurance.  The  only  doubt  that 
may  exist  is  whether  they  will  get  their  rates  pitched 
high  enough.  Their  experience  was  obtained  under 
workmen's  collective,  employers'  liability,  and  personal 
accident  policies  where  they  exercised  some  measure  of 
control  over  the  payment  of  losses.  This  control  is  largely 
diminished  under  workmen's  compensation  established 
by  law,  and  fraud,  malingering,  and  simulation  are  likely 
to  increase  the  losses  heavily. 
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Chapter  XL VI 

SETTLEMENT  OF  LOSSES 

By  WaiiTEB  L.  Claek 

The  adjustment  of  claims  under  this  class  of  insurance 
assumes  unusual  importance  on  account  of  the  enormous 
number  of  accidents  reported  and  the  latent  but  indefinite 
liability  under  each  claim.  To  comprehend  the  theory 
underlying  the  adjustment  of  liability  claims,  a  general 
understanding  of  the  scope  of  the  policy  is  necessary,  and 
for  this  purpose  we  must  digress  for  a  moment. 

This  insurance  is  written  to  protect  employers  from 
loss  on  accormt  of  their  legal  liability  for  personal  in- 
juries sustained  by  their  employees,  or  other  persons. 
It  differs  fundamentally  from  life,  accident,  or  fire  insur- 
ance in  that  the  loss  arises  out  of  injury  to  persons  who 
are  not  parties  to  the  contract.  The  claimant  has  no 
rights  against  the  insurance  company,  but  makes  demand 
and  prosecutes  suit  directly  against  the  insured,  who  is 
defended  and  indemnified  by  the  company.  The  protec- 
tion afforded  the  insured  is  of  a  definite  kind ;  not  against 
moral  responsibility  which  the  insured  may  feel  toward 
the  claimant,  but  for  the  tangible  and  fixed  liability  im- 
posed upon  him  by  law ;  that  is,  what  he  can  be  compelled 
to  pay  by  resort  to  litigation.  It  is  apparent,  therefore, 
that  an  insured  has  no  right  to  enlarge  his  responsibility 
by  voluntarily  assuming  obligations  not  imposed  upon 
him  by  law  or  authorized  by  his  policy,  without  the  assent 
of  the  company,  imless  he  intends  to  fulfill  such  obliga- 
tions himself. 

The  policy  usually  obligates  the  insurer  to  pay  the  cost 
of  the  first  medical  or  surgical  treatment  rendered  im- 
perative by  the  injury.    This  additional  coverage  tides 
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the  insured  over  a  period  of  excitement  immediately 
following  the  occurrence  and  gives  Mm  an  opportunity 
for  calm  reflection,  during  which  he  can  decide  whether 
he  feels  sufficient  moral  responsibility  or  humanity,  if 
the  term  may  be  so  used,  to  assume  any  further  expense 
for  the  medical  and  hospital  treatment.  He  is  not  legally 
liable  for  such  treatment  and  if  he  so  desires  may  refuse 
it,  taking  refuge  under  his  policy  protection  if  claim  be 
made.  Occasionally  an  insured  may  desire  to  shift  the 
burden  of  this  moral  or  humane  responsibility  to  the 
company  and  can  accomplish  it  by  purchasing  a  policy 
covering  full  medical  attention. 

While  liability  policies  protect  the  insured  from  loss 
resulting  from  his  legal  responsibility,  it  would  mani- 
festly be  very  onerous  on  both  parties  to  such  a  contract 
if  they  were  compelled  to  wait  until  the  insured 's  liability 
were  fixed  and  determined  by  the  fiinal  judgment  of  a 
court.  Cases  can  ordinarily  be  settled  in  their  incipiency 
for  a  comparatively  small  proportion  of  what  would  be 
obtained  by  trial,  thus  avoiding  additional  costs  and  ex- 
penses. The  advantage  to  the  insured  of  settlements  is 
manifest,  as  verdicts  may  exceed  the  limits  of  his  policy, 
in  which  event  the  excess  would  fall  upon  him.  For 
these  reasons,  therefore,  it  seemed  wise  and  equitable  to 
embody  in  all  liability  policies  a  clause  giving  the  insurer 
the  right  to  make  adjustments  of  claims,  thereby  enabling 
it  to  protect  both  its  insured  and  itself. 

The  duties  of  the  insured  under  such  a  policy  may  be 
epitomized  in  the  words  "  prompt  notice."  He  must 
notify  the  insurance  company  promptly  of  all  accidents, 
claims  and  suits.  The  company's  responsibility  is  em- 
bodied in  the  word  ' '  protection, ' '  but  in  order  to  protect 
the  insured  it  must  investigate,  compromise,  defend  and 
reimburse.  Evidently,  the  right  to  make  adjustments  is 
of  no  avail  unless  the  insurer  is  advised  of  an  impending 
claim  requiring  settlement.     Prompt  notice,  therefore. 
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gives  the  insurer  the  opportunity  of  investigating  the 
case  to  ascertain  whether  the  insured  is  legally  liable, 
and  settling  it  should  such  liability  be  determined.  Notice 
of  the  institution  of  suit  is  also  important,  as  the  defense 
must  be  placed  in  the  hands  of  competent  attorneys 
promptly  so  that  pleadings  may  be  filed  and  the  case  pre- 
pared for  trial.  The  object  of  all  these  clauses  is  to  give 
the  insurer  all  the  information  possessed  by  the  insured 
and  not  harass  him  with  technicalities  or  surround  the 
policy  with  conditions  enabling  the  insurer  to  escape  lia- 
bility. Reference  is  made  at  some  length  to  these  provi- 
sions as  they  form  the  basic  law  or  constitution  of  the 
claim  department  of  a  liability  insurance  company.  With 
this  preliminary  explanation,  the  general  subject  of  claim 
adjusting  will  be  now  discussed. 

Notice  of  an  accident  is  usually  forwarded  to  the  office 
of  the  general  agent,  local  adjuster,  or  insurer  upon 
printed  blanks  provided  for  the  purpose,  so  designed  as 
to  bring  out  briefly  the  facts  surrounding  the  occurrence 
and  the  names  of  the  witnesses  by  which  these  facts  may 
be  verified.  This  notice  enables  the  adjuster,  or  claim 
department,  to  determine  whether  the  accident  is  one  for 
which  the  insured  has  purchased  protection  and  by  sizing 
up  the  claim  to  determine  roughly  how  it  should  be 
treated.  The  reports  are  especially  important  in  the 
handling  of  accidents  to  employees,  as  many  of  them 
show  definitely  on  their  face  that  the  insured  cannot  be 
held  legally  responsible  for  the  accidents,  or  that  the 
injuries  are  so  trivial  that  no  claim  is  to  be  anticipated. 
Such  cases  ordinarily  demand  no  further  attention  than 
inquiry  at  the  proper  time  to  ascertain  whether  the  in- 
jured has  returned  to  work,  so  that  the  adjuster  may 
catch  up  any  cases  where  there  may  have  been  imfavor- 
able  developments  in  the  injured 's  condition.  The  ma- 
jority of  cases,  however,  cannot  be  so  summarily  disposed 
of  for  several  reasons.    The  report  may  not  be  sufficiently 
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explicit  to  determine  the  question  of  liability  or  injury; 
the  injury  may  not  be  trivial ;  or  the  facts  given  may  point 
to  possible  liability.  Any  one  of  these  reasons  is  sufficient 
to  require  further  inquiry  or  investigation  by  the  in- 
surer's representative,  who  may  be  either  an  attorney  or 
general  investigator  skilled  in  this  line  of  work. 

Too  much  stress  cannot  be  laid  upon  the  absolute  neces- 
sity for  promptness  in  making  investigations  and  great 
care  is  required  of  the  home  office  assistants  in  following 
up  local  investigators,  especially  where  such  investiga- 
tions are  made  by  local  attorneys,  in  order  that  no  time 
may  be  lost  in  authorizing  necessary  adjustments.  While 
the  ultimate  end  of  all  claim  department  work  is  the  ad- 
justment of  claims,  yet  the  actual  adjustment  is  a  com- 
paratively simple  matter.  The  brain  tissue  of  the  ad- 
juster is  used  up  in  the  preliminary  work  of  ascertaining 
the  need  for  settlement  and  the  value  of  the  case.  Just  as 
a  reporter  must  get  the  news  quickly  and  accurately  to 
"  scoop  "  the  rival  newspaper,  so  must  the  investigator 
obtain  the  facts  to  defeat  the  ambulance  chaser  or  attor- 
ney always  on  the  lookout  for  personal  injury  cases; 
indeed,  he  must  be  even  more  expeditious,  as  facts  must 
be  obtained  in  time  for  a  determination  by  his  superior 
of  the  value  of  the  case  and  necessity  for  final  adjust- 
ment. Everything  must  be  done  before  the  wily  attorney 
persuades  the  claimant  to  sue  by  promises  of  great 
wealth,  which  form  an  alluring  bait  to  the  usual  claimant. 

A  thorough  working  knowledge  of  the  general  forms  of 
policies  is  a  necessary  part  of  the  equipment  of  every 
investigator  and  employee  of  a  claim  department,  and  if 
investigations  are  made  by  attorneys,  care  must  be  taken 
by  the  home  office  correspondents  in  charge  of  the  case  to 
fully  instruct  them  concerning  the  points  to  be  covered, 
as  few  attorneys  are  familiar  with  the  scope  of  liability 
pohcies.  This  instruction  must  also  cover  an  explanation 
of  that  portion  of  the  policy  applicable  only  to  the  partic- 
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ular  insured,  i.  e.,  the  location  and  character  of  the  work 
covered. 

Assuming  that  facts  have  been  developed  showing  that 
the  particular  accident  is  covered  by  the  policy,  it  then 
becomes  the  investigator's  duty  to  ascertain  whether  the 
insured  is  liable  for  the  injury,  or  likely  to  be  held  respon- 
sible through  mistaken  or  perjured  testimony.  To  com- 
prehend the  facts  demanded  by  a  proper  preliminary 
investigation,  it  is  necessary  to  be  somewhat  familiar 
with  the  principles  of  negligence  law  to  be  found 
in  reported  cases,  text  books  and  statutes.  The  difficulty 
here  encountered  is  in  the  application  of  the  principles 
learned.  The  investigator  is  required  to  foretell  the 
point  of  attack  and  to  defend  it  in  advance  by  statements, 
affidavits  and  material  evidence.  This  demands  a  wealth 
of  imagination  quickened  by  a  fund  of  experience  derived 
from  cases  involving  similar  facts.  Some  knowledge  of 
the  general  rules  of  evidence  is  always  helpful  in  getting 
the  testimony  in  such  shape  as  to  be  available  to  the  trial 
counsel,  to  whom  facts  are  of  little  value  unless  suscept- 
ible of  competent  proof.  While  this  pertains  more 
especially  to  the  work  of  the  investigator,  or  field  man, 
still  it  is  equally  important  to  the  home  office  claim  man 
under  whose  superintendence  falls  the  work  of  local  at- 
torneys more  or  less  skillful,  diligent  and  experienced  in 
the  handling  of  liability  claims  and  litigation.  Unless  the 
home  office  correspondent  can  act  as  adviser  and  con- 
suiter  to  the  local  attorney,  imparting  to  him  wisdom  and 
experience  gathered  from  many  similar  cases,  the  insurer 
is  occasionally  dependent  upon  the  limited  experience  of 
an  attorney  in  general  practice,  whose  work  includes  the 
trial  of  few  negligence  cases. 

The  facts  surrounding  the  occurrence  may  be  obtained 
in  various  ways,  each  of  which  has  its  merits.  They  may 
be  gathered  by  simple  interviews  with  the  insured, 
witnesses,  or  the  injured ;  but  it  is  usually  preferable,  and 
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often  necessary  to  obtain  signed  statements  or  affidavits, 
especially  from  the  witnesses  and  the  injured.  Super- 
ficial interviews  should  only  be  allowed  where  the  injury 
is  so  slight  that  no  claim  will  ordinarily  follow  unless  the 
injured  is  incited  thereto  by  over-investigation,  a  course 
which  sometimes  arouses  suspicion  and  a  desire  for 
"  easy  money."  Where  the  injury  is  serious,  a  claim  or 
suit  is  always  to  be  expected,  and  it  is  bad  policy  to 
depend  upon  oral  statements  although  the  witness  may 
be  most  friendly.  Literviews  with  the  insured,  officials 
or  superintendents,  unless  they  are  actual  witnesses,  are 
usually  limited  to  ascertaining  how  the  employees  are 
treated  while  disabled,  and  to  explaining  to  them  the 
scope  of  the  policy  with  respect  to  expense  and  medical 
attention.  It  not  infrequently  occurs  that  the  insured  hon- 
estly or  dishonestly  assumes  that  the  employers'  liability 
policies  cover  wages  during  disability,  together  with  hos- 
pital expenses  and  medical  attention.  Occasionally 
investigators  meet  with  an  insured  who  deliberately  or 
unconsciously  ignores  his  obligations  under  the  policy, 
and  aids  or  encourages  the  injured  in  the  prosecution  of  a 
claim  for  damages.  Instances  are  not  unknown  where  the 
insured's  private  counsel  has  been  furnished  for  this 
purpose,  although  this,  usually  done  secretly,  is  difficult 
of  detection  and  hard  to  prove. 

In  dealing  with  the  witnesses  the  investigator  must 
depend  greatly  upon  intuition.  The  method  of  handling 
them  varies  with  the  individual  witness  and  the  person- 
ality of  the  investigator  or  adjuster.  Some  witnesses 
respond  to  courtesy  and  friendliness,  while  with  others 
a  fair  statement  of  the  facts  can  only  be  obtained  by  great 
diplomacy.  It  is  advisable  to  size  up  the  particular  wit- 
ness and  determine  how  much  weight  shall  be  given  his 
testimony,  as  well  as  the  likelihood  of  obtaining  a  truthful 
statement  from  him  upon  the  witness  stand.  This 
depends  to  a  great  extent  upon  the  character  of  the  man, 
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and  if  an  employee,  upon  his  loyalty  to  his  employer.  The 
extreme  importance  of  obtaining  street  addresses  and 
other  information  by  which  the  witness  can  be  traced 
need  scarcely  be  mentioned.  The  difficulty  of  locating 
witnesses  after  the  lapse  of  even  a  few  months  renders 
this  necessarj\  Where  the  injured  or  witnesses  do  not 
speak  English,  great  care  is  required  in  selecting  inter- 
preters who  are  not  only  competent  but  thoroughly  trust- 
worthy, as  they  are  frequently  in  close  touch  with 
negligence  attorneys,  serving  both  sides  indifferently,  to 
their  own  pecuniary  advantage. 

Information  concerning  the  injured  is  indispensable  to 
the  investigator,  adjuster,  claim  manager  and  attorney. 
His  character,  attitude  toward  his  employer,  length  of 
service,  disposition  to  litigate,  the  neighborhood  in  which 
he  lives,  proximity  to  shysters  or  ambulance  chasers, 
physical  condition  and  his  family  relations  all  indicate 
to  the  experienced  claim  adjuster  whether  or  not  claims 
will  be  made,  or  suit  brought,  and  what  sum  wiU  probably 
settle  the  case.  Knowledge  concerning  the  nature  of  the 
injury  and  probable  duration  of  the  disability  is  required, 
and  in  addition  to  this  an  effort  should  be  made  to  ascer- 
tain the  reputation  of  the  hospital  to  which  he  is  confined 
and  of  the  surgeon  treating  him.  Experience  has  shown 
that  especially  in  large  cities  some  hospitals  are 
peculiarly  accessible  to  lawyers,  or  their  representatives, 
preference  being  shown  to  certain  attorneys.  The 
attendance  of  some  doctors  is  almost  invariably  followed 
by  claims,  usually  through  the  same  attorney.  This  may 
be  a  mere  coincidence  but  is  of  sufficient  frequency  to  be 
taken  into  consideration.  The  good  will  of  an  attending 
physician  is,  therefore,  to  be  desired  and  cultivated,  as 
much  can  be  done  to  control  and  settle  the  claim  by  the 
assistance  of  a  friendly  doctor. 

The  advisability  of  obtaining  signed  statements,  or 
even  affidavits  of  witnesses  in  serious  cases  needs  but 
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little  argument,  as  the  moral  hold  which  it  gives  upon  the 
witness  and  the  injured  prevents  exaggerating  the  injury 
and  distorting  the  facts.  Such  statements  serve  as  a 
memorandum  to  refresh  the  memory  of  an  honest  but 
forgetful  witness  and  should  be  written  as  nearly  as 
possible  in  his  own  words,  preferably  by  himself.  Even 
if  this  be  impossible,  a  little  tact  will  enable  the  investi- 
gator to  obtain  some  trivial  correction  made  in  the  hand- 
writing of  the  witness  which  will  effectually  forestall  any 
claim  that  the  statement  was  not  read  over  to  him.  The 
value  of  these  statements  in  settlement  or  trial  cannot  be 
overestimated,  as  the  moral  effect  of  an  affidavit  in  the 
hands  of  the  defense  has  caused  many  a  witness  to  tell  the 
truth  on  the  witness  stand  where  he  had  been  called  by 
the  plaintiff  for  testimony  of  an  entirely  different  char- 
acter. If  it  is  impossible  to  obtain  either  sworn  or  signed 
statements,  a  serious  case  often  warrants  the  employment 
of  a  competent  stenographer  and  a  verbatim  report  of  the 
conversation  between  the  injured  or  the  witness  and  the 
investigator. 

There  is  another  class  of  evidence  often  overlooked  by 
investigators  and  attorneys  which  is  easily  obtained  and 
very  valuable  because  readily  understood  by  the  average 
juror.  If  the  defendant  is  able  to  produce  in  court  the 
contrivance  which  broke  (thus  proving  the  existence  of  a 
latent  defect  for  which  the  owner  is  not  responsible)  or  a 
model  of  the  machine  upon  which  the  accident  occurred, 
or  photograph  of  the  place,  it  must  of  necessity  have  more 
weight  than  the  testimony  of  many  witnesses.  These 
things  can  be  seen,  handled  and  appreciated,  and  no 
allowance  need  be  made  for  mistake,  misrepresentation 
or  forgetfulness.  Hence  the  necessity  for  carefully  pre- 
serving all  broken  parts,  obtaining  models,  photographs, 
etc.,  so  that  they  can  be  offered  in  evidence  at  the  trial  if 
required.  Such  parts  should  be  marked  at  once  by  wit- 
nesses so  that  they  may  be  identified  when  offered  in 
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evidence.  It  is  well  also  to  have  disinterested  witnesses 
present  while  the  photographs  are  being  taken  and  to 
require  the  photographer  to  keep  a  record  of  the  day, 
hour  and  exposure.  A  plan  of  the  place  with  measure- 
ments taken  by  some  competent  witness  at  the  time  of  the 
accident,  and  properly  identified  by  him,  often  assumes  a 
wonderful  importance  at  the  trial  when  other  testimony 
is  indefinite  as  to  dimensions. 

In  death  cases  the  coroner's  inquest  should  always  be 
attended  by  investigators  and  the  names  and  addresses 
of  the  witnesses  secured,  together  with  the  purport  of 
their  testimony.  Such  inquests  are  usually  reported  by 
a  court  stenographer,  and  if  desired  a  transcript  of  the 
testimony  may  then  be  obtained.  In  some  sections  where 
this  is  not  customary,  arrangements  can  usually  be  made 
for  the  attendance  of  a  good  stenographer.  Another 
source  of  information  of  less  accuracy  is  the  record  of 
the  police  department,  which  commonly  contains  the 
names  of  supposed  witnesses.  While  some  of  these  may 
be  purely  fictitious,  they  should  be  looked  up  immediately 
with  the  idea  of  interviewing  all  actual  witnesses  before 
they  can  be  examined  by  the  opposition. 

The  facts  concerning  the  accident  having  been  obtained 
by  a  local  investigator  or  attorney,  the  question  of  ad- 
justment is  next  considered  to  determine  whether  the 
case  should  be  settled;  and  if  so,  for  how  much.  The 
advisability  of  adjusting  always  depends  upon  the  legal 
principles  applicable  to  the  facts  ascertained,  plus  the 
probability  of  a  successful  defense  and  the  expense  and 
inconvenience  of  litigation  even  if  the  outcome  be  fortu- 
nate. The  value  of  the  claim  to  the  insurer  depends  upon 
these  items  and  upon  the  local  conditions,  that  is,  the 
general  attitude  of  the  courts  toward  damage  suits ;  their 
tendency  to  submit  cases  to  the  jury  for  determination 
and  the  size  of  the  verdicts  usually  rendered  in  similar 
cases.    It  must  be  remembered  that  insurance  eompanies 
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are  not  in  business  to  make  leading  cases  for  the  purpose 
of  crystallizing  the  law  of  negligence  in  the  various 
states.  Where  the  facts  ascertained  show  the  claim  to  be 
in  the  twilight  zone  between  liability  and  non-liability,  or 
indicate  an  opportunity  and  probability  of  a  change  in 
the  testimony  of  some  of  the  witnesses  with  resulting 
liability,  the  claim  should  be  adjusted  for  a  reasonable 
amount.  Law  suits  are  expensive  for  the  insurer  and 
annoying  to  the  insured  even  if  successful  and  a  favor- 
able compromise  is  ordinarily  preferable  to  a  good 
defense.  If  settlement  is  determined  upon,  it  may  be 
effected  directly  with  the  insured,  since  the  contract  is 
made  with  him.  But  as  the  policy  is  intended  for  his 
protection,  this  is  seldom  resorted  to  unless  the  insured 
should  desire  it  for  reasons  of  his  own.  The  various 
standard  forms  of  policies  contain  a  provision  giving  the 
insurer  the  option  of  paying  the  principal  sum  and  with- 
drawing from  the  case.  This  is  seldom  done,  however,  as 
it  is  unsportsmanlike  and  expensive,  imposing  upon  the 
insured  the  great  burden  of  defending  a  suit  for  which 
he  is  but  illy  equipped.  Settlements  are,  therefore,  com- 
monly effected  directly  with  the  injured,  releases  being 
taken  in  the  name  of  the  insured. 

Settlements  with  the  injured  vary  according  to  the 
legal  status  of  the  claimant.  "With  an  adult  male,  a  gen- 
eral release  running  to  the  insured  executed  in  the  pres- 
ence of  witnesses  and  completed  by  payment  of  the 
consideration  is  ordinarily  sufficient,  although  at  times 
where  fraud  is  feared,  an  acknowledgment  before  a 
notary  or  justice  of  the  peace  should  be  insisted  upon. 
Eeleases  from  foreigners  ignorant  of  the  English  lan- 
guage must  always  be  taken  through  a  competent 
interpreter,  who  should  translate  and  fully  explain  the 
instrument,  appending  to  it  his  certificate  to  that  effect. 
If  the  injured  be  a  married  woman,  there  must  be 
obtained  in  addition  to  her  release,  a  further  release  from 
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her  husband  covering  his  claim  for  loss  of  services.  The 
method  of  settling  with  minors  differs  according  to  the 
laws  of  the  several  states.  In  some  a  guardian  must  be 
appointed,  qualify  and  settle  under  order  of  court.  In 
others,  a  friendly  suit  is  brought  through  the  father  as 
next  friend,  settlement  being  made  with  him.  In  still 
others,  no  valid  settlement  can  be  made  so  as  to  preclude 
the  minor  from  disaffirming  it  upon  reaching  his  ma- 
jority. Valid  settlements  with  minors  are  best  effected 
under  the  advice  of  local  counsel,  but  care  must  always 
be  exercised  to  obtain  a  release  from  the  parent  for  loss 
of  services  of  the  child. 

While  celerity  in  making  adjustments  is  an  all- 
important  feature,  still  there  is  with  every  claim  what 
might  be  called  the  psychological  moment  for  broaching 
the  subject  of  settlement ;  a  time  when  the  claimant  is  in 
his  most  receptive  mood,  expecting  a  proposition  and 
possibly  in  need  of  money.  This  can  be  best  detected  and 
taken  advantage  of  by  the  adjuster  who  is  in  touch  with 
the  local  conditions. 

Where  claims  involving  more  than  trivial  injuries  fail 
of  settlement,  suits  usually  result  against  the  insured, 
and  are  referred  to  the  company  for  defense.  The 
attorney  selected  by  the  company  is  as  expert  in  this 
particular  branch  of  litigation  as  the  local  bar  affords 
and  must  be  skilled  in  all  manner  of  dilatory  and  dis- 
couraging pleadings  and  well  qualified  to  take  advantage 
of  any  defense  allowed  by  the  laws  of  his  state.  His 
prestige  and  reputation  for  ability  are  often  of  iacalcul- 
able  value  in  the  settlement  of  suits  prior  to  trial,  a  time 
when  a  good  compromise  is  often  of  more  value  than  the 
greatest  trial  skill.  But  such  skill  is  not  to  be  belittled, 
as  the  defense  must  be  carefully  prepared  on  questions 
of  law,  as  well  as  of  fact,  and  supplemental  investigations 
under  the  attorney's  guidance  are  usually  necessary  to 
fill  up  any  gaps  revealed  by  an  examination  of  the  plead- 
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ings  and  decisions.  The  presence  of  an  adjuster  or 
investigator  at  the  trial  of  the  case  is  often  necessary  to 
aid  in  handling  witnesses  and  preventing  the  plaintiff's 
counsel,  or  his  satellites  from  abducting  or  disaffecting 
them,  practices  more  often  resorted  to  than  is  generally 
supposed.  Should  the  trial  result  in  a  verdict  against  the 
insured,  and  an  appeal  be  decided  upon,  a  stay  of  execu- 
tion is  secured  by  giving  a  bond,  which  is,  of  course, 
signed  by  the  insured  who  is  the  nominal  defendant.  In 
event  of  the  affirmance  of  the  judgment  by  the  appellate 
court,  it  must,  of  course,  be  satisfied.  Many  liability 
policies  require  such  payment  to  be  made  by  the  insured, 
although  this  requirement  is  habitually  waived  where 
solvency  is  unquestioned.  In  any  event,  the  proper  cer- 
tificate must  be  obtained  showing  the  satisfaction  of  the 
judgment  so  that  the  bond  may  be  released. 

For  a  better  understanding  of  the  machinery  necessary 
in  handling  the  adjustment  of  claims  under  this  class  of 
insurance,  a  short  explanation  of  the  organization  of  the 
claim  division  may  not  be  amiss.  This  division  is  a  more 
or  less  complicated  organization,  consisting  ordinarily  of 
a  home  office  claim  division,  having  general  control  over 
all  claims,  adjustments  and  litigation  through  branch 
claim  divisions,  local  adjusters  and  attorneys.  The 
official  in  charge  of  the  home  office  claim  division  numbers 
among  his  subordinates,  claim  examiners,  whose  duty  it 
is  to  determine  whether  or  not  reported  cases  are  com- 
prehended within  the  scope  of  the  various  policies; 
correspondents  who  handle  the  various  reported  acci- 
dents, determining  generally  the  steps  to  be  taken, 
necessity  for  and  sufficiency  of  investigation,  and  advis- 
abiUty  of  settlement;  and  corresponding  attorneys  who 
supervise  the  handling  of  litigated  cases,  determining  the 
sufficiency  of  trial  preparation  and  the  advisability  of 
appeal.  Local  claim  divisions  are  usually  under  the 
supervision  of  a  manager,  who  is  assisted  by  various 
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investigators  and  adjusters,  and  if  the  local  business  is 
of  sufficient  volume,  an  attorney  who  devotes  his  entire 
attention  to  the  handling  of  law  questions  growing  out 
of  this  class  of  business.  If  less  voluminous,  local  attor- 
neys skilled  in  the  defense  of  negligence  suits  are  em- 
ployed for  the  handling  of  litigation  and  such  legal  advice 
as  may  be  necessary.  The  term  adjuster  is  applied, 
strictly  speaking,  to  men  who  make  the  actual  settlements 
but  this  work  is  so  closely  interwoven  with  that  of  the 
investigator  who  ascertains  the  facts,  that  the  distinction 
is  lost  sight  of  except  in  larger  cities  where  the  volume  of 
business  warrants  the  segregation. 

This  extremely  important  and  necessary  department  of 
every  company  writing  employers'  liability  insurance 
deserves  a  more  comprehensive  presentation  than  is  here 
given,  as  it  constitutes  a  great  channel  through  which  the 
premium  income  is  in  part  diverted  from  surplus  or 
dividends.  Unless  it  is  guarded  with  eternal  vigilance 
and  exceptional  ability,  financial  ruin  may  easily  result. 
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HOME  OFFICE  MANAGEMENT 

By  S.  Heebeet  Wolfe 

A  CHANGE  has  taken  place  in  modern  business  methods, 
the  result  of  an  economic  development  that  can  be 
directly  traced  to  the  new  relationship  between  purchaser 
and  vendor.  This  change  applies  with  equal  effect  to  all 
commodities,  beef,  potatoes,  insurance  or  financial 
credits. 

Not  only  has  this  economic  modification  had  its  effect 
upon  office  management,  but  in.  addition  has  left  its  trace 
upon  the  conditions  surrounding  the  office  manager.  It 
may  justly  be  claimed  that  the  one  is  a  reflex  of  the  other, 
but  without  attempting  to  assign  any  real  cause  for  the 
change  we  must  appreciate  that  effective  office  manage- 
ment today  calls  not  so  much  for  a  participation  in  the 
actual  work  to  be  performed  as  it  does  for  one  possessed 
of  great  executive  ability,  for  one  who  is  able  to  direct 
his  subordinates,  who  is  prepared  to  pass  rapidly  and 
equitably  upon  the  quality  of  their  services,  and  above  all 
for  one  who  is  capable  of  weighing  present  tendencies  in 
order  that  future  results  may  be  foreseen. 

The  subject  of  ' '  Home  Office  Management  "  is  a  broad 
and  comprehensive  one  in  its  relation  to  any  form  of 
insurance  but  becomes  particularly  so  when  applied  spe- 
cifically to  liability  insurance.  There  is  no  branch  of  un- 
derwriting which  is  compelled  to  deal  so  frequently  and 
so  intimately  with  human  nature  in  all  its  aspects  as  lia- 
bility insurance;  this  of  necessity  carrying  with  it  the 
requirement  that  the  head  of  a  liability  company  must 
possess  not  only  ability  as  an  underwriter,  but  must  bring 
to  his  work  the  characteristics  of  a  good  judge  of  human 

275 


276  LIABILITY  INSURANCE 

nature  for,  upon  the  possession  of  that  quality  will 
depend  to  a  large  -degree  not  only  Ms  personal  success, 
but  also  the  progress  and  development  of  the  corporation 
which  he  represents. 

It  may  be  assumed,  therefore,  that  the  proper  consider- 
ation of  this  topic  will  carry  with  it  an  examination  and 
investigation  of  the  relations  of  the  management  with  all 
of  the  various  activities  in  which  the  organization  is  in- 
terested, rather  than  a  mere  statement  of  the  different 
departments  and  their  duties.  These  activities  take  two 
distinct  forms : 

(a)  Internal  affairs  of  the  office. 

(b)  External  relationships. 

It  will  simplify  matters  greatly  if  for  the  present  we 
consider  each  of  these  separately  and  analyze  the  com- 
ponent parts  of  each.  It  will  be  seen,  for  instance,  that 
the  internal  office  management  may  again  be  subdivided 
into  the  following  heads: 

1.  The  Agency  Department. 

2.  The  Underwriting  Department. 

3.  The  Accounting  Department. 

4.  The  Claim  Department. 

5.  The  Statistical  Department. 

Agency  Department 

To  the  agency  department  has  been  assigned  the  first 
position,  for  it  is  the  one  which  creates  the  necessity  for 
all  of  the  others.  No  matter  how  capable  an  underwriter 
he  is,  how  clever  a  statistician  or  how  thorough  an  ac- 
countant he  may  be,  the  office  manager  must  take  into 
account  the  necessity  for  obtaining  business.  The  agency 
department  should,  therefore,  be  developed  along  sane 
and  proper  lines  and  should  be  composed  of  representa- 
tives whose  standing  in  the  community  will  entitle  the 
corporation  which  they  represent  to  the  respect  and  con- 
fidence of  those  with  whom  they  will  be  compelled  to 
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transact  business.  If  it  be  true  that  a  chain  is  no  stronger 
than  its  weakest  link,  it  may  be  stated  with  equal  truth 
and  force  that  no  corporation  can  be  considered  as  any- 
better  than  its  humlblest  representative.  While  the  fore- 
going remarks  indicate  a  full  realization  of  the  import- 
ance of  the  agency  department,  it  may  be  correctly  stated 
that  in  recent  years  its  privileges  have  been  over-devel- 
oped. By  this  is  meant  that  many  of  the  principles  of 
certain  offices  (including  conservative  underwriting) 
have  been  sacrificed  in  order  that  a  large  volume  of  new 
business  might  be  placed  upon  the  books.  The  writer  has 
no  sympathy  with  the  idea  that  a  large  premium  income 
covers  a  multitude  of  sins ;  many  of  the  evils  which  are 
now  found  in  the  business  can  be  directly  traced  to  this 
greed  for  inordinate  growth.  The  agency  department  of 
the  organization  should,  therefore,  receive  the  careful 
attention  of  the  manager  in  order  that  the  proper  subor- 
dinate may  be  placed  in  charge  of  it  and  constant  care 
exercised  to  ascertain  whether  he  is  imbuing  his  field  men 
with  proper  standards. 

Underwriting  Department 

The  agency  department  is  charged  with  the  duty  of 
soliciting  and  offering  risks  to  the  company;  the  under- 
writing department  is  charged  with  the  duty  of  separat- 
ing the  sheep  from  the  goats.  The  agency  department 
may  be  compared  to  the  streams  which  furnish  the  water 
supply  for  some  great  community;  an  underwriting  de- 
partment, in  following  out  the  simile,  may  then  be  com- 
pared to  the  filter  bed,  which  receives  all  of  the  supply 
but  rejects  the  impurities  and  improper  bodies.  As  the 
health  of  the  community  will  depend  upon  the  pure  water 
supply  which  is  received  from  the  filter  beds,  so  will  the 
success  of  a  liability  insurance  company  depend  upon  the 
integrity  and  acumen  of  the  underwriter  who  is  keen 
enough  to  discern  the  bad  risk  and  eliminate  it  before  it 
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has  had  a  chance  to  cast  its  baneful  influence  upon  the 
loss  ratio.  There  is  no  department  of  greater  importance 
to  the  welfare  of  the  company  than  the  underwriting  de- 
partment. The  success  or  failure  of  the  company  may  be 
ascribed  more  to  it  than  to  any  other  factor  or  factors  in 
the  organization. 

Accounting  Department 

After  the  risk  has  been  submitted  by  the  agency  de- 
partment and  accepted  by  the  underwriting  department, 
it  naturally  passes  to  the  accounting  department,  where 
the  policy  is  written,  the  necessary  cards  made  out,  the 
proper  charges  against  the  agent  made  and  all  of  the 
necessary  steps  taken  to  make  the  protection  offered  to 
the  policyholder  an  accomplished  fact.  There  is  but  little 
need  to  enlarge  upon  its  duties;  it  would  be  impossible 
within  the  confines  of  this  chapter  to  discuss  the  many 
interesting  situations  which  are  developed  iu  the  account- 
ing department.  It  must  not  only  carefully  keep  track 
of  the  transactions  within  the  ofi&ce,  but  also  see  that  a 
careful  record  be  made  of  collateral  issues,  such  as  the 
effecting  of  reinsurance  when  ordered  by  the  underwrit- 
ing department,  the  examination  of  the  reinsurance  pol- 
icies when  they  are  received  and  the  cancellation  of  rein- 
surance policies  when  the  necessity  for  the  reinsurance 
has  disappeared.  In  the  course  of  his  work  the  writer 
has  seen  many  examples  of  carelessness  in  this  important 
matter ;  companies  have  continued  to  pay  for  reinsurance 
upon  risks  which  have  been  cancelled  on  their  books  and 
the  resulting  loss  has  been  a  considerable  factor.  The 
collection  of  the  amounts  due  from  reinsuring  companies 
for  losses  is  also  an  important  matter,  which  should  be 
entrusted  to  the  accounting  department ;  in  fact,  the  head 
accountant  of  a  liability  insurance  company  can  occupy 
the  unique  position  of  acting  as  a  balance  wheel  to  the 
other  departments  by  keeping  close  watch  upon  their 
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receipts  and  expenditures;  lie  can  be  of  great  service  to 
the  manager  by  directing  Ms  attention  to  the  unusual 
features  of  the  business,  which  not  infrequently  make 
their  first  appearance  in  the  accounting  department.  The 
head  accountant  while  he  may  be  unable  to  ascertain  the 
true  cause  of  an  abnormal  condition,  is  in  a  position 
nevertheless  to  call  the  attention  of  his  chief  to  its  exist- 
ence. In  this  way  many  leaks  have  been  stopped  before 
they  grew  to  such  proportions  as  to  seriously  affect  the 
future  existence  of  'the  organization. 

Claim  Department 

The  claim  department  is  an  important  one  in  the  busi- 
ness of  an  insurance  company,  as  the  treatment  which  a 
policyholder  receives  when  he  is  compelled  to  make  a 
claim  against  the  company  creates  a  greater  impression 
and  has  a  more  lasting  effect  than  his  treatment  at  any 
other  time.  Some  claim  adjusters  make  the  mistake  of 
going  upon  the  assumption  that  every  claimant  is  at- 
tempting to  take  an  unfair  advantage  of  the  insurance 
company.  Treatment  of  that  kind  is  particularly  short- 
sighted, as  it  results  in  the  creation  of  a  feeling  of  antag- 
onism between  the  company  and  its  client,  and  estab- 
lishes a  relationship  which  is  not  conducive  to  good  re- 
sults either  in  the  settlement  of  the  claim  or  in  future 
business  matters. 

The  proper  organization  of  the  claim  department 
requires  that  the  notices  as  they  are  received  either  from 
the  agent  or  from  the  policyholder  directly,  shall  be 
examined  for  the  purposes  of  determining  whether  the 
pohcy  was  in  force  at  the  time  of  the  accident,  whether 
the  policy  contract  held  by  the  insured  covers  the  acci- 
dent which  has  happened  and  whether  any  steps  should 
be  taken  immediately  to  protect  the  interests  of  the  com- 
pany. Eoom  for  misunderstanding  exists  in  the  matter 
of   employers'   liability   policies,    as   many   intelligent 
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insured  do  not  understand  that  a  liability  policy  differs 
from  an  accident  policy  in  that  it  does  not  agree  to  pay 
compensation  for  accidental  injuries,  but  merely  agrees 
to  bold  the  insured  harmless  from  the  effects  of  any 
action  instituted  against  him  by  an  employe,  as  the  re- 
sult of  an  accident.  Much  trouble  and  annoyance  could 
be  saved  if  this  fact  were  tactfully  brought  to  the  atten- 
tion of  the  claimant  under  a  liability  policy. 

After  receiving  the  notice  of  an  accident,  the  head  of 
the  claim  department  puts  into  motion  the  machinery 
necessary  to  protect  his  company;  he  must  ascertain  the 
circumstances  surrounding  the  claim  to  determine 
whether  there  is  any  collusion  between  the  parties;  he 
must  find  out  whether  all  of  the  steps  have  been  taken  to 
promptly  secure  the  necessary  evidence  which  will  be 
vital  to  the  company's  protection  in  the  event  of  a  trial 
and  about  which  the  insured  may  either  be  ignorant  or 
indifferent;  he  should  require  such  proofs  as  will  de- 
velop any  peculiar  phases  of  the  claim,  and  he  should 
familiarize  himself  with  every  detail  of  the  occurrence 
so  that  he  may  be  in  a  position  to  answer  the  questions 
of  the  manager  in  an  intelligent  and  Complete  way. 

From  the  foregoing  it  will  be  seen  that  the  preliminary 
work  of  the  claim  department  is  important.  When,  how- 
ever, the  matter  of  settlement  arises,  the  necessity  for 
tact  and  good  judgment  increases.  The  adjustment  of  a 
policyholder's  claim  may  create  either  a  staunch  friend 
of  the  company  or  a  disgruntled  enemy,  who  will  lose  no 
opportunity  to  cast  discredit  upon  the  company  which 
has  not  made  what  he  considers  a  fair  settlement.  The 
head  of  the  claim  department  should  possess  not  only 
the  ability  to  detect  errors  in  a  claimant's  statements  by 
means  of  proper  auditing  devices,  but  he  should  be  able 
to  marshall  his  facts  in  such  a  way  as  to  convince  the 
claimant  of  the  injustice  of  his  claim  when  such  a  condi- 
tion exists. 
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Statistical  Department 

The  last  of  the  internal  departments — the  statistical 
department — suffers  from  the  disadvantage  which  any 
theoretical  department  suffers  in  any  business  under- 
taking. It  is  an  unfortunate  fact  that  many  practical 
business  men  are  inclined  to  sneer  at  theory.  No  greater 
mistake  could  be  made  by  any  manager.  A  properly 
equipped  statistical  department  enables  the  underwriter 
to  determine  whether  the  actual  experience  on  any  given 
risk  or  group  of  risks  is  consonant  with  the  expected 
happenings  upon  which  the  premium  had  been  based.  If 
the  manager  of  a  liaibility  insurance  company  is  able  to 
digest  the  facts  which  are  placed  before  him  by  a  prop- 
erly conducted  statistical  department  he  will  be  in  a  posi- 
tion to  determine  many  important  and  necessary  facts; 
he  can  tell  whether  the  various  units  of  the  agency  de- 
partment are  providing  their  full  quota  of  business,  he 
can  teU  whether  his  actual  losses  are  greater  than  the 
expected,  he  can  tell  whether  his  losses  from  any  particu- 
lar locality  are  abnormal  or  excessive,  and  he  can  keep  a 
close  watch  on  every  department  except  the  accounting 
department,  which  is  really  an  adjunct  of  the  staJtistical 
department.  A  statistical  department  conducted  in  a 
practical  and  intelligent  way  is  the  right  hand  of  the 
office  manager  and  if  its  warnings  are  heeded  losses  far 
in  excess  of  the  cost  of  its  maintenance  may  be  pre- 
vented. 

In  thus  briefly  referring  to  the  various  departments  of 
a  liability  company  which  are  found  in  its  home  office,  it 
has  been  attempted  to  give  utterance  only  to  general 
statements,  many  of  which  undoubtedly  will  be  consid- 
ered as  platitudes  by  the  practical  underwriter.  It  would 
be  manifestly  impossible  to  do  anything  else  than  make 
a  broad,  general  statement  of  the  different  departments 
which  require  managerial  attention.  There  is,  however, 
another  phase  of  the  business  which  must  not  be  lost 
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sight  of,  and  wMoh  requires  no  less  careful  attention 
upon  the  part  of  the  manager.  His  relations  with  the 
"  outside  world  "  may  at  times  assume  a  prime  import- 
ance. The  most  important  of  these  relationships  are  the 
following : 

1.  The  Policyholder. 

2.  The  Insurance  Department. 

3.  The  Stockholder. 

The  Policyholder 

The  relationship  between  the  company  and  the  policy- 
holder has  undergone  a  great  change  within  the  past  de- 
cade ;  in  former  years  the  insured  knew  only  his  agent  or 
broker,  cared  little  for  the  corporation  issuing  his  con- 
tract, and  in  many  cases  was  unable  even  to  recall  its 
name.  At  present  the  tendency  among  careful  insurers 
is  to  scrutinize  the  policies  offered  to  them  so  that  they 
may  be  in  a  position  to  reject  policies  in  companies  which 
either  lack  financial  strength  or  are  notoriously  dilatory 
in  the  settlement  of  their  claims  with  policyholders.  No 
company  can  hope  to  succeed  if  the  treatment  of  its  policy- 
holders lacks  frankness  and  honesty.  The  wise  man- 
ager is  he  who  looks  upon  his  policyholders  not  in  the 
same  way  as  does  a  short-sighted  claim  adjuster,  but 
rather  as  a  body  of  customers  from  whom  valuable  sug- 
gestions can  be  obtained,  and  who  if  properly  treated 
can  be  converted  into  staunch  friends  of  his  institution. 
The  experience  of  one  of  the  large  fire  insurance  corpor- 
ations which  was  completely  ruined  by  the  fire  in  San 
Francis'oo  may  be  cited  as  illustrating  this;  its  rehab- 
ilitation and  restoration  to  the  important  place  which  it 
now  occupies  can  be  ascribed  to  no  other  cause  than  the 
willingness  of  its  policyholders  to  co-operate  with  it  in 
the  solution  of  what  seemed  at  the  time  an  almost  impos- 
sible problem.  Tears  of  proper  treatment  had  left  their 
effect  upon  the  minds  of  the  policyholders  and  repre- 


HOME  OFFICE  MANAGEMENT  283 

sentations  Whicii  were  made  by  the  managers  in  the 
efforts  of  restoration  were  looked  upon  not  with  suspi- 
cion but  with  the  confidence  engendered  by  so  many  years 
of  honorable  and  upright  dealing,  with  the  result  that  the 
policyholders  assisted  the  managers  in  putting  the  com- 
pany on  its  feet.  This  should  be  a  lesson  to  the  manager 
of  every  insurance  company — ^whether  it  be  life,  fire, 
liability  or  any  other  form. 

Insurance  Departments 

The  connection  between  the  insurance  department  of 
a  state  government  and  the  office  management  of  a  lia- 
bility company  may  not  be  apparent  at  once,  but  any 
organization  which  neglected  to  provide  for  some 
method  of  dealing  with  departmental  problems  would  be 
defective.  The  duty  which  an  insurance  conmiissioner 
has  in  the  line  of  protecting  the  policyholders  of  an 
insurance  company  carries  with  it  an  obligation  to  see 
that  the  company  has  in  its  possession  at  any  given  time 
a  sufficient  amount  to  meet  the  future  payments  on 
claims  which  have  accrued  to  that  time.  The  nature  of 
liability  claims  is  such  that  many  of  the  payments  neces- 
sary to  settle  them  are  deferred  for  a  number  of  years. 
It  would  be  unsafe,  therefore,  to  permit  a  company  to 
use  current  receipts  for  the  purpose  of  meeting  the  lia- 
bilities which  have  accrued  in  the  past.  It  is  this  situa- 
tion which  has  given  rise  to  the  formulation  of  rules  for 
determining  the  loss  reserves  for  liability  companies. 

The  annual  statement  blank  required  by  insurance  de- 
partments presents  a  formidable  appearance,  but  it  con- 
tains no  item  which  should  not  be  in  the  possession  of  a 
manager  who  aims  to  keep  in  close  touch  with  his  busi- 
ness. A  properly  equipped  statistical  department  can 
furnish  all  of  the  information  asked  for  without  the 
expenditure  of  much  time  or  labor.  Ten  years  ago  the 
departmental  requirements  were  simpler  than  they  are 
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today,  and  it  was  impossible  to  determine  from  an  in- 
spection of  a  company's  report  whether  its  business  was 
being  conducted  along  proper  lines;  today  the  manager 
of  a  company  can,  with  the  information  shown  in  his 
departmental  statement,  determine  whether  his  prem- 
iums are  sufficient,  whether  he  has  in  acceptable  assets 
the  present  value  of  his  liabilities  as  fixed  by  statute,  and 
can  put  his  finger  upon  the  weak  spots  of  his  organ- 
ization. While  at  times  the  requirements  of  an  insurance 
department  may  seem  onerous,  they  are  in  reality  safety 
checks  upon  the  company's  transactions.  ~  Intelligent 
supervision  should  be  welcomed  by  the  company  man- 
ager and  in  an  insurance  commissioner  whose  requests 
have  been  properly  honored  the  manager  will  find  a  valu- 
able ally  and  friend. 

The  Stockholder 

To  his  stockholders  the  office  manager  looks  not  only 
for  financial  support  but  looks  upon  them  also  as  a  body 
from  whose  members  are  selected  those  charged  with  the 
duty  of  conserving  the  funds  of  the  institution.  The  ques- 
tions of  financial  policy  are  of  course  entrusted  to  the 
board  of  directors,  and  no  extended  comment  upon  the 
organization  necessary  for  this  department  is  required. 
The  records  pertaining  to  the  investment  of  funds  origin- 
ate in  the  accounting  department  and  require  but  a  pass- 
ing reference.  While  the  office  manager  is  an  appointee 
of  the  stockholders  (acting  through  the  board  of  direc- 
tors) he  should  never  permit  that  relationship  to  affect 
his  judgment  on  the  subject  of  dividends.  Some  com- 
panies have  made  returns  to  their  stockholders  when  the 
funds  should  have  been  accumulated  for  the  protection  of 
the  policyholders.  It  is  ia  this  direction  that  the  manager 
will  find  the  greatest  necessity  for  the  possession  of 
' '  backbone. "  It  is  not  the  pleasantest  thing  in  the  world 
to  be  compelled  to  tell  your  stockholders  that  an  abnormal 
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loss  ratio  or  a  new  requirement  indicates  the  advisability 
of  declaring  only  a  small  dividend,  but  at  times  such  a 
procedure  becomes  necessary  and  the  duty  should  not  be 
shirked. 

In  thus  briefly  discussing  the  organization  and  manage- 
ment of  a  lialbility  company  reference  has  been  made  only 
in  a  minor  way  to  those  requirements  which  should  be 
possessed  by  the  manager  himself.  Upon  him  of  course 
devolves  the  entire  responsibility  for  the  success  of  his 
institution.  Not  only  must  he  be  familiar  with  the  duties 
of  the  heads  of  the  various  departments,  but  he  must  be 
able  to  pass  upon  those  broad  questions  of  policy  which 
frequently  result  in  the  making  or  the  unmaking  of  a 
liability  company.  He  should  not  only  understand  the 
assumption  of  responsibilities  but  it  is  also  important 
that  he  should  understand  how  to  share  his  burdens  with 
his  sulbordinates.  The  general  of  an  army  cannot  be  ex- 
pected to  know  the  details  of  the  transportation  of  the 
necessary  supplies  for  his  force;  not  that  those  details 
are  unessential  to  the  well  being  of  his  army,  but  he  must 
devote  his  energies  to  other  and  more  complex  problems 
relying  upon  his  quartermasters  and  his  commissaries  to 
look  after  the  details.  In  the  same  way  the  organization 
of  the  office  of  a  liaJbility  insurance  company  should  be 
such  as  to  relieve  the  manager  of  most  of  the  routine  de- 
tails, in  order  that  he  may  be  free  to  devote  his  attention 
to  problems  affecting  the  entire  structure.  Too  great 
attention  to  details  results  in  lack  of  perspective.  An 
aviator  hundreds  of  feet  above  the  surface  of  the  earth  is 
able  to  observe  objects  far  beyond  the  horizon  of  one  who 
remains  on  terra  firma.  An  office  manager  can  fre- 
quently perform  good  service  by  giving  heed  to  problems 
of  political  economy  and  observing  the  tendency  of  legis- 
latures and  the  public  mind. 

The  manager  today  must  be  prepared  to  organize  his 
office  in  such  a  way  as  to  permit  it  to  accommodate  itself 
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to  changed  conditions;  thus  at  present  this  flexibility  is 
necessary  in  order  that  the  records  and  the  system  can 
gradually  be  worked  into  the  modifications  demanded  by 
the  public's  attitude  on  the  subject  of  liability  insurance. 
The  tendency  of  legislatures  in  the  matter  of  employers' 
liability  insurance  is  to  practically  convert  that  form  of 
insurance  into  ordinary  accident  insurance.  In  some  of 
the  states  there  are  constitutional  objections  to  making 
this  protection  compulsory,  and  in  such  cases  the  em- 
ployer is  induced  to  accept  the  new  order  of  things  volun- 
tarily by  penalizing  him  if  he  does  not;  these  penalties 
taking  the  form  of  the  abolition  of  the  usual  forms  of  de- 
fense. On  the  other  hand,  the  employee  is  also  urged  to 
come  within  the  statutes  and  his  failure  to  do  so  is  like- 
wise penalized. 

Tendencies  of  the  kind  just  mentioned  must  of  neces- 
sity receive  the  attention  of  the  manager.  There  is  an- 
other relationship,  however,  not  yet  referred  to,  but 
which  is  not  lacking  in  importance.  The  success  of  a 
company  can  be  accelerated  or  retarded  by  the  manager's 
attitude  toward  the  other  companies.  In  every  branch 
of  the  business,  associations  have  been  established  for 
its  betterment.  In  the  case  of  liability  companies  the 
associations  have  not  at  all  times  been  accepted  in  the 
spirit  in  which  they  were  created.  The  "  raiding  "  of 
another  company's  agents,  the  circulation  of  defamatory 
literature  and  the  cutting  of  rates  below  the  safe  poiat, 
are  instruments  which  while  they  may  result  in  a  tem- 
porary increase  in  the  premium  income,  must  eventually 
have  a  blighting  and  demoralizing  effect  upon  their  user. 
Fair  competition  in  the  insurance  world  is  a  stimulus  to 
business,  to  which  none  at  the  present  time  can  object; 
unfair  methods  lead  to  financial  ruin  and  the  destruction 
of  self-respect. 

In  the  foregoing  paragraphs  the  attempt  has  been 
made  to  briefly  outline  the  various  problems  which  con- 
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front  the  office  manager  to  whom  is  entrusted  the  duty  of 
organizing  the  various  departments  of  his  company.  To 
attempt  to  indicate  the  specific  duties  would  be  impos- 
sible in  an  article  of  this  kind,  but  he  who  has  read  the 
foregoing  statements  must  realize  the  amount  of  tact, 
general  education  and  business  training  which  the  suc- 
cessful manager  must  bring  to  his  work.  His  is  no  light 
duty;  there  will  be  times  when  the  adherence  to  ideals 
will  apparently  result  in  financial  loss ;  there  will  be  times 
when  the  actions  of  less  scrupulous  competitors  will  seem 
to  give  them  an  advantage.  The  fact  must  remain,  how- 
ever, that  in  the  long  run  the  successful  office  manager 
will  be  the  one  who  conducts  his  business  in  such  a  way 
as  to  at  all  times  retain  the  respect  of  his  associates,  and 
what  is  more  important — his  own  self-respect. 


Chapteb  XLVin 

AGENCY  MANAGEMENT 

By  Feedeeick  S.  Moobe 

Liability  insurance  is  that  form  of  insurance  in  which 
the  insurer  agrees  to  afford  to  the  owner  of  the  property 
insured  protection  against  loss  by  reason  of  legal  liability 
incurred  by  the  owner  in  the  use  or  enjoyment  of  his 
property,  whether  such  liability  accrues  through  the  neg- 
ligence of  the  owner  in  the  use  or  enjoyment  of  his  prop- 
erty or  by  reason  of  some  positive  act  done  by  the  owner, 
his  agent  or  servant  in  such  use  or  enjoyment. 

This  form  of  insurance  protection  has  in  its  develop- 
ment as  a  busiuess,  placed  itself  into  several  well  known 
groups.  Thus  we  find  insurance  protecting  owners  or 
tenants  of  real  property  against  liability  incurred  by 
them  toward  the  public  by  reason  of  their  negligence,  for 
example,  in  permitting  their  property  to  become  out  of 
repair;  protection  to  employers  of  labor,  against  the 
negligence  or,  in  some  cases  even  wilful  wrongs  of  their 
employees;  to  those  who  own  or  operate  elevators;  to 
those  who  own  or  operate  automobiles  or  teams;  and,  in 
general,  to  anyone  who  m.ay  in  the  use  or  enjoyment  of 
his  property  incur  legal  liability. 

Having  thus  briefly  defined  liability  insurance,  we  shall 
now  define  agency.  In  its  broadest  sense  agency  denotes 
acting  for  or  on  behalf  of  another  and  an  agent  is  one 
who  so  acts.  The  extent  of  the  authority  of  an  agent  is 
a  matter  of  agreement  between  him  and  his  principal 
and  agents  have  been  brought  into  classes  according  to 
the  extent  of  their  authority  to  bind  their  principals. 
There  is  no  exception  to  this  classification  in  the  method 
of  conducting  the  liability  insurance  business  and  agents 
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are  there  grouped  into  classes  known  to  the  public  as 
resident  agent,  general  agent,  special  agent,  and  agent, 
and  the  duties  of  these  various  classes  of  agents  differ 
with  their  titles  and,  generally,  in  the  manner  of  receiv- 
ing their  appointments.  For  example  the  resident  agent, 
general  agent,  and  special  agent  generally  receive  their 
appointments  direct  from  the  manager  of  the  liability 
department  at  the  home  office  of  the  company  and  the 
agent  is  usually  appointed  by  any  one  of  the  foregoing 
classes  of  agents. 

The  duties  of  the  resident  agent  and  general  agent  are 
similar  and  these  agents  differ  as  a  rule  only  in  their 
authority,  the  resident  agent  having  charge  of  a  larger 
territory  and  having  greater  powers  than  a  general 
agent,  and  they  both  act  in  an  executive  capacity  almost 
entirely  and  rarely  do  they  solicit  business  or  personally 
do  the  work  which  usually  falls  within  the  scope  of  the 
duties  of  an  agent,  although  many  general  agents  control 
personally  a  large  volume  of  direct  business.  They 
divide  the  territory  allotted  to  them  into  smaller  parts 
and  assign  an  agent  to  each  of  these  smaller  parts  and 
they  are  in  most  cases  the  officials  to  whom  the  agent 
usually  makes  his  reports  upon  the  business  of  the  com- 
pany, though  in  those  cases  where  an  agent  receives  his 
appointment  direct  from  the  manager  of  the  company  or 
from  the  home  office  he  reports  directly  to  the  company. 

After  an  agent  has  received  his  appointment  from  a 
duly  authorized  representative,  there  is  still  a  further 
step  to  be  taken  before  he  may  perform  his  duties  and 
that  step  is  to  secure  the  approval  of  the  state  to  his 
acting  as  an  agent.  As  a  general  rule  the  company 
attends  entirely  to  securing  the  necessary  license  or  per- 
mission from  the  insurance  commissioner  or  other  state 
official  and  once  this  license  is  issued,  the  agent  may 
begin. 

The  principal  duty  of  an  agent,  who  has  been  duly 
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appointed  and  licensed  as  indicated  in  the  foregoing 
paragraphs,  is  to  secure  desirable  business  for  his  prin- 
cipal. It  is  true  that  he  may  occasionally  be  called  upon 
to  perform  other  work  in  addition  to  the  securing  of  such 
business,  but  by  far  the  greater  part  of  his  time  and 
attention  must  be  devoted  to  the  procurement  of  business. 
The  first  requisite,  therefore,  for  the  successful  agent  is 
that  he  should  be  thoroughly  familiar  with  the  basic 
principles  which  govern  getting  business.  The  faithful 
performance  of  his  duties  not  only  affects  him  personally 
but  his  company  is  very  often  judged  by  his  personality 
and  his  thorough  familiarity  with  his  business. 

The  first  requisite  is  that  he  should  completely  kaow 
what  he  is  selling.  This  means  that  he  should  be  thor- 
oughly well  informed  upon  every  contract  written  by  his 
company  in  his  territory ;  he  should  know  the  wording  of 
his  contract,  the  specific  liability  asrainst  which  it  insures, 
the  pecuniary  amount  of  protection  which  it  affords  to 
the  insured,  the  various  modifications  or  additions  to  the 
policy  which  may  be  made  by  the  use  of  riders  and  sim- 
ilar devices,  and  the  cost  of  such  protection  to  the  insured. 

The  ways  of  acquiring  this  requisite  knowledge  are 
many.  It  may  be  done  by  taking  courses  in  several 
American  schools  and  colleges  which,  having  awakened 
to  the  necessity  of  providing  a  thorough  business  train- 
ing, have  established  practical  courses  in  several  lines  of 
business  endeavor,  among  others  in  insurance,  and  these 
courses,  being  conducted  by  men  who  have  had  long 
experience  in  the  business,  afford  most  suitable  trainina: 
for  the  business  of  insurance.  Some  of  the  liability 
insurance  companies  are  now  conducting  schools  of  their 
own  which  they  permit  their  agents  to  attend  and  in 
which  they  treat  the  business  from  a  thoroughly  scientific 
and  at  the  same  time  practical  standpoint. 

It  is,  of  course,  not  possible  for  every  prospective 
liability  agent  to  attend  courses  either  in  college  or  at  the 
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schools  fomided  and  maintained  by  the  companies.  In 
such  cases,  therefore,  the  agent  must  educate  himself  and 
m  his  endeavors  to  do  so  he  will  find  that  the  company 
most  earnestly  sympathizes  with  him  and  affords  to  him 
every  facility  for  his  education.  All  companies  issue  a 
book  called  a  manual  and  in  this  manual  will  be  found 
complete  instructions  as  to  the  various  forms  of  liability 
contracts  which  his  company  will  issue.  It  also  contains 
lists  of  the  various  businesses  upon  which  the  company 
will  write  insurance,  contains  a  rate  schedule  and  most 
explicit  instructions  which  enable  the  agent  to  ascertain 
the  exact  cost  of  any  protection  which  he  is  offering  to  a 
prospective  customer. 

In  addition  to  the  information  which  an  agent  may 
obtain  from  a  systematic  study  of  the  manual,  further 
and  more  detailed  information  may  be  obtained  from  the 
special  agents  of  the  company.  Eecognizing  the  import- 
ance of  properly  instructed  agents,  the  home  office  em- 
ploys a  special  agent  to  travel  over  a  given  territory  and 
there  to  oversee  the  work  of  all  the  representatives  of  the 
company.  This  special  agent  makes  frequent  visits  to 
each  of  the  agents,  instructs  them  as  far  as  may  be 
necessary  in  the  general  policy  of  the  company,  answers 
any  questions  which  they  may  put  in  regard  to  the  busi- 
ness policy  of  the  company  or  in  regard  to  details  of 
contracts,  pointing  out  clearly  to  the  agents  the  protec- 
tion which  any  particular  contract  will  afford  to  any 
customer,  assists  the  agent  in  writing  business  and 
instructs  him  in  the  best  manner  in  which  to  approach 
and  procure  the  business  of  persons  whose  insurance  the 
agent  is  endeavoring  to  secure  for  his  company. 

It  is  extremely  important  that  the  agent  should  have 
knowledge  of  the  principal  steps  to  be  taken  in  case  of 
loss  under  the  policy;  and,  to  make  adequate  provision 
for  imparting  such  knowledge,  as  well  as  properly  to 
represent  the  company  in  case  of  loss,  the  company 
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employs  another  representative  who  comes  direct  from 
the  home  office  or  the  office  of  the  general  agent  of  the 
territory  and  is  known  as  the  claim  adjuster.  This 
official  is  usually  acting  under  the  direction  of  the  com- 
pany's legal  counsel  and  is  as  a  rule  an  expert  in.  the 
various  laws  which  govern 'the  liability  insurance  busi- 
ness. He  is  always  ready  and  willing  to  instruct  the 
agent  upon  questions  which  come  within  his  province  and 
to  inform  him  upon  the  probable  causes  of  action,  liability 
and  damage  suits  against  a  prospective  customer  and  he 
will  also  point  out  the  amount  of  indemnity  which  may  be 
recovered  under  any  special  set  of  circumstances  and,  in 
general,  instruct  the  agent  in  the  proper  steps  to  be  taken 
in  case  of  loss. 

Still  another  factor  in  the  thorough  education  of  an 
agent  is  his  knowledge  of  his  territory.  The  importance 
of  this  knowledge  cannot  be  overestimated,  for  it  is  of  the 
utmost  importance  to  his  business  success  that  the  agent 
should  know  most  intimately  the  various  kinds  of  busi- 
ness transacted  within  his  territory,  not  only  that  he  may 
be  in  a  position  to  give  to  prospective  customers  his  most 
efficient  service,  but  also  that  he  may  be  able  to  inform 
the  home  office  of  any  facts  which  may  modify  its  action 
in  case  it  wishes  to  change  its  business  policy  within  his 
territory,  to  modify  its  contracts,  or  to  attempt  to  expand 
its  business  there  upon  the  introduction  of  changes  in 
business  methods. 

Having  made  a  thorough  study  of  the  manual  and  of 
his  territory  and  of  the  information  which  he  has  re- 
ceived from  the  special  agent  and  the  claim  adjuster,  the 
agent  is  in  a  position  where  he  may  hope  to  write  busi- 
ness. To  do  this  well,  however,  he  must  possess  or  must 
cultivate  certain  personal  traits  or  characteristics  which 
are  most  essential  to  his  business  success.  He  should 
always  remember  that  the  foundation  of  this  business 
success  is  a  thorough  knowledge  of  the  goods  which  he  is 
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selling  and  that  next  in  importance  to  this  fundamental 
knowledge  is  a  knowledge  of  the  best  manner  in  which 
to  present  the  merits  of  these  goods.  As  has  been  said 
before,  the  public  judges  the  company  by  the  agent  and 
it  is  therefore  of  the  utmost  importance  that  the  agent 
should  be  absolutely  accurate  and  truthful  in  every  state- 
ment which  he  makes.  It  is  obvious  that  unless  the  agent 
thoroughly  understands  his  contracts,  he  will  inevitably 
make  statements  which  are  inaccurate  or  untrue  and  as  a 
result,  not  only  is  his  own  success  impaired,  but  his  com- 
pany is  also  liable  to  suffer  grave  injury.  Hence  it  is  wise 
for  the  agent  to  study  each  prospective  customer  and  to 
familiarize  himself  with  the  wants  and  needs  of  that  cus- 
tomer. To  illustrate — let  it  be  supposed  that  the  business 
of  a  prospective  customer,  for  example,  the  owner  of  a 
building  is  sought  by  the  agent,  and  the  agent  is  asked 
by  him  for  information  as  to  what  kind  of  protection 
liability  insurance  affords.  In  answer  to  this  question, 
the  agent  should  answer  that  the  protection  is  two-fold — 
protection  against  the  annoyance  of  attempting  to  settle 
claims  arising  from  the  ownership  of  the  property  and 
protection  against  and  indemnity  for  any  pecuniary  loss 
sustained  within  the  terms  of  the  policy.  The  agent 
should  make  it  clear  to  the  customer  that  the  company 
has  a  specially  trained  corps  of  adjusters  and  attorneys 
who  will  without  expense  to  him  preserve  him  from  an- 
noyance and  defend  any  suit  which  may  be  brought 
against  him  and,  if  such  suit  should  result  in  a  judgment 
against  him,  the  company  will  pay  such  judgment  within 
the  limits  of  the  policy.  Having  thus  firmly  and  accu- 
rately laid  the  foundation,  the  agent  should  then  inform 
the  customer  as  to  the  probable  causes  of  action  and 
reason  for  which  liability  actions  may  be  brought  against 
owners  of  property  and  should  convince  his  customer 
that  liability  insurance  is  a  business  necessity  which  the 
customer  cannot  afford  to  ignore. 
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Since  liability  insurance  has  an  economic  value  second 
almost  to  no  other  branch  of  insurance,  the  agent  should 
make  a  strong  point  of  insisting  upon  the  business  value 
of  this  form  of  insurance.  Large  owners  of  property 
and  employers  of  labor  are  unfortunately  only  too 
familiar  with  the  avidity  with  which  those  who  suffer 
injuries,  however  trifling,  are  prone  to  exaggerate  their 
condition  and  they  also  know  how  the  most  trivial  injuries 
may  be  seized  upon  by  unscrupulous  lawyers  who  are 
ever  on  the  watch  to  prey  upon  the  necessities  of  the  poor 
and  ignorant,  and  magnified  out  of  all  proportion  in 
attempts  to  force  unjust  settlements.  The  prospective 
insured  does  not  know  the  methods  of  defeating  such 
claims  and  cannot  even  begin  to  make  as  good  settlements 
as  the  company  with  its  specially  trained  adjusters  and 
attorneys  who  are  conversant  with  all  the  artifices  re- 
sorted to  by  shyster  lawyers  and  malingering  claimants. 
By  presenting  these  facts  clearly  to  the  prospective 
customer,  and  presenting  them  from  the  purely  business 
viewpoint  that  such  protection  is  better  and  cheaper  than 
the  employment  of  the  assured 's  own  attorney  to  adjust 
the  claim,  the  agent  may  frequently  secure  a  large  line  of 
business  and  one  profitable  alike  to  himself  and  to  his 
company. 

And  the  matter  of  the  proper  presentation  of  the  sub- 
ject matter  of  liability  insurance  from  the  business  point 
of  view  suggests  certain  other  qualifications  which  are 
valuable  in  any  business  but  are  of  peculiar  value  to  the 
liability  agent.  The  foremost  of  these  qualifications  is 
tact.  Many  a  good  customer  has  been  lost  and  much 
business  has  not  been  closed  simply  because  the  agent, 
though  thoroughly  conversant  with  all  the  details  of  his 
business,  has  been  lacking  in  the  tactful  handling  of  his 
customer.  As  an  example  of  this,  one  of  the  most  com- 
mon causes  of  failure  to  close  desirable  business  is  the 
inability  of  the  agent  to  judge  when  to  see  his  prospect 
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and  when  to  leave  him  alone.  If  a  man  is  busy  with 
pressing  affairs,  or  if  he  is  fatigued,  it  is  extremely  tact- 
less to  attempt  to  interest  him  ia  a  new  proposition  and 
the  wise  agent  will  at  once  perceive  the  situation  and 
postpone  his  interview  until  a  more  propitious  time.  A 
volume  might  be  written  upon  this  subject  alone  and  even 
then  the  subject  would  not  be  adequately  covered. 

In  addition  to  tact,  the  agent  must  also  practice  the 
virtues  of  business  honesty  and  sincerity.  There  was 
formerly  a  more  or  less  prevalent  impression  in  every 
community  that  business  success  was  founded  upon,  or  at 
least  was  contributed  largely  to  by  practices  which  were 
in  the  last  analysis  shady  if  not  absolutely  dishonest. 
Happily  this  delusion  is  passing  and  a  more  ethical  view- 
point is  being  applied  to  business,  hence  the  day  of  the 
business  knave  has  ended  and  the  business  world  is 
recognizing  the  necessity  for  honorable  dealing  and  is 
insisting  upon  its  practice. 

Heretofore,  we  have  considered  our  subject  from  the 
viewpoint  of  the  relation  of  the  agent  to  the  public  and  we 
shall  now  discuss  the  relations  of  the  agent  to  his  com- 
pany. It  is  customary  for  a  company  to  furnish  to  its 
agents  most  of  the  office  supplies  necessary  for  keeping 
a  record  of  the  business  relations  of  the  agent  and  the 
company,  and  we  shall  now  consider  what  these  records 
contain  and  how  they  are  kept. 

After  an  agent  has  obtained  the  business  of  a  customer, 
an  application  blank  containing  all  the  information 
necessary  to  underwrite  the  risk  is  signed,  sometimes  by 
the  customer,  sometimes  by  the  agent.  This  application 
is  one  of  the  blanks  furnished  by  the  company  and  it  con- 
tains numerous  questions  in  relation  to  the  physical 
characteristics  of  the  risk  and  sometimes  contains  ques- 
tions relating  to  the  moral  hazard  or  the  chances  of  loss 
which  the  company  may  sustain  by  fraud  or  collusion  or 
other  dishonorable  actions  of  the  insured.     This  blank 
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properly  answered  is  in  most  cases  the  sole  basis  upon 
which  the  company  must  judge  of  the  fitness  of  the  pro- 
posed risk,  though  of  course  it  has  the  ordinary  business 
methods  of  informing  itself  as  to  the  standing  of  any 
particular  business;  for  example,  commercial  agencies 
with  their  system  of  making  special  investigations  and 
reports  upon  any  particular  firm  or  iadividual,  the 
investigations  of  the  special  agent  of  the  company,  and 
consultation  with  other  companies  as  to  their  dealings 
with  or  knowledge  of  the  proposed  insured. 

When  this  blank  has  been  properly  filled  out  it  is  sub- 
mitted to  the  company,  or  to  some  officer  of  the  company 
who  has  charge  of  the  underwriting,  and  this  officer  makes 
such  investigations  as  he  may  deem  necessary  and  there- 
upon a  policy  is  either  issued  or  the  application  is  denied. 
If  the  policy  is  to  be  issued  it  is  at  once  executed  and 
delivered  either  to  the  agent  or  directly  to  the  insured. 

It  sometimes  happens  that  certain  agents  have  author- 
ity to  issue  the  policy  direct  without  referring  the  appli- 
cation blank  to  the  home  office  or  to  an  underwriter,  and 
in  such  a  case  the  agent  himself  writes  the  policy  upon 
properly  executed  blanks  provided  by  the  company, 
makes  his  own  records  of  the  policy  and  transmits  either 
the  application  blank  or  a  copy  to  the  home  office  where 
it  is  properly  recorded  on  the  books  of  the  company. 

At  the  close  of  each  day  a  blank  called  a  daily  report, 
and  furnished  by  the  company,  is  filled  out  by  the  agent 
and  by  him  submitted  to  the  home  office.  This  daily 
report  is  an  abstract  of  all  the  business  written  by  the 
agent  during  the  day  which  it  covers.  Of  course,  this 
information  is  not  in  great  detail  and  is  just  sufficient 
to  permit  the  company  to  make  adequate  records  of  its 
policies  which  are  in  force.  Many  agents  consider  it 
essential  that  they  also  should  keep  records  of  the  busi- 
ness which  they  have  written  for  their  companies  and 
these  records  are  kept  in  one  of  two  ways,  either  in  a 
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record  book  provided  by  the  company  for  the  purpose,  or 
by  the  card  system  where  each  policy  and  the  details 
thereof  are  recorded  upon  a  separate  card.  The  ad- 
vantages of  the  latter  system  are  obvious,  for  it  is  of 
great  importance  to  the  agent  that  he  should  know  when 
a  policy  expires  so  that  he  may  procure  the  renewal  of  it 
and  by  employing  the  card  system  the  card  may  be  placed 
under  a  date  shortly  before  the  expiration  of  the  policy 
and  when  the  agent  consults  his  prospects  he  will  find  this 
card  and  effect  the  renewal  of  the  policy. 

Of  course,  records  of  the  money  transactions  between 
the  agent  and  the  company  are  kept  and,  since  these  are 
kept  according  to  the  usual  methods  of  insurance  book- 
keeping it  is  not  necessary  to  expatiate  upon  them  at 
this  time. 

In  addition  to  the  preceding  record  many  successful 
agents  keep  another  set  of  cards  for  the  purpose  of 
affording  to  them  instant  and  complete  information  upon 
insurance  which  may  be  desired  by  prospective  cus- 
tomers. These  cards  contain  the  name  and  address  of 
the  prospective  customer,  his  particular  line  of  business, 
his  probable  payroll,  the  number  of  teams  which  he 
employs  in  the  transaction  of  his  business,  the  number 
of  elevators  in  the  building  where  his  business  is  con- 
ducted and  aU  similar  information  bearing  upon  the  kind 
of  liability  insurance  which  he  may  require,  and  its  cost. 
Suitable  arrangements  of  these  cards  are  made  according 
to  the  system  of  the  particular  agent,  some  agents 
arranging  the  names  of  the  prospects  alphabetically  and 
others  arranging  the  cards  according  to  some  plan  of 
streets  or  localities.  Whatever  the  arrangement  may  be 
it  is  made  with  the  purpose  of  securing  complete  informa- 
tion and  securing  it  in  the  least  possible  time.  Agents 
who  employ  this  system  also  make  notes  or  memoranda 
upon  the  cards  informing  them  as  to  the  most  convenient 
time  when  the  customer  may  see  them  and  notes  of  such 
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other  items  as  may  be  essential  to  secure  th.e  business. 
And  in  this  connection  it  may  be  said  again  that  very 
often  the  successful  agent  is  the  agent  who  has  at  his 
fingers'  ends  all  the  information  necessary  properly  to 
advise  the  customer  as  to  the  kind  and  amount  of  insur- 
ance which  it  is  desirable  for  him  to  carry  and  the  exact 
cost  of  carrying  such  insurance.  If  the  agent  has  such 
information  readily  available  it  is  obvious  that  he  will 
save  the  time  of  his  customer  as  well  as  create  a  better 
impression  of  himself  and  his  ability  in  the  mind  of  the 
customer. 

One  thing  should  be  borne  in  mind  by  every  agent  and 
that  is  no  matter  how  thorough  his  office  system  may  be, 
no  matter  what  reputation  his  company  may  have,  no 
matter  what  assistance  is  rendered  to  him  by  the  officers 
of  the  company,  he  cannot  succeed  unless  he  works  faith- 
fully and  conscientiously  for  the  production  of  business. 
The  public  is  by  no  means  alive  to  the  value  and 
necessity  for  liability  insurance  and  it  is  a  very  import- 
ant function  of  the  liability  agent  to  assist  in  the 
work  of  educating  the  public.  This  task  is  at  times 
onerous  but  the  rapid  growth  of  the  business,  the  confi- 
dence felt  in  it  by  that  portion  of  the  public  which  knows 
it,  the  increasing  number  of  able  men  who  are  engaging 
in  the  business,  all  these  facts  point  to  a  steady  and  con- 
tinued increase  in  the  business  and  to  an  upbuilding  of 
contracts  by  the  agents  which  will  result  in  a  generous 
income  to  them  and  continued  profits  to  their  companies. 
But  these  results  will  not  come  without  hard  and  intelli- 
gent work  and  without  a  consciousness  on  the  part  of  the 
agent  that  his  business  is  not  only  a  business  which  has 
a  distinct  economic  value  but  is  also  a  vocation  which  is 
honorable  to  him,  productive  of  good  to  the  community 
and  one  which  calls  for  ingenuity  and  ability  of  the 
highest  order. 
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INSPECTIONS 

By  David  Van  Sohaaok 

Inspection  is  one  of  the  most  important  features  of 
the  service  which  a  well-equipped  liability  insurance  com- 
pany places  at  the  disposal  of  its  policyholders.  When 
properly  conducted,  it  not  only  points  out  dangerous 
conditions  which  should  be  remedied,  but  it  recommends 
mechanical  and  material  safeguards  for  these  conditions 
or  it  suggests  safer  methods  of  doing  work  for  which  no 
such  safety  devices  can  be  provided  in  practical  form. 
The  trained  eye  of  the  liability  inspector  often  sees 
points  of  danger  not  apparent  to  the  ordinary  employer 
or  his  foreman,  either  because  of  long  familiarity  with 
them  in  their  present  condition  or  because  of  ignorance 
of  the  fact  that  accidents  can  result  from  them. 

The  variety  of  ways  in  which  accidents  can  happen 
even  in  one  operation  is  so  great  that  few,  if  any,  plants 
are  likely  to  have  had  experience  of  them  all.  A  danger 
point  may  never  have  caused  an  accident  in  a  particular 
plant,  but  its  record  elsewhere  may  have  been  such  as 
fully  to  have  impressed  the  inspector  with  a  realizing 
sense  of  its  latent  possibilities.  Employers,  too,  are 
largely  dependent  upon  their  subordinates  for  safety 
conditions  and  safe  working.  These  subordinates  often 
fail  to  realize  the  importance  of  accident  prevention, 
allowing  dangerous  conditions  to  exist  and  work  to  be 
done  in  a  manner  which,  while  it  may  turn  out  product,  is 
inherently  unsafe.  The  liability  inspector  is  thoroughly 
imbued  with  the  desire  to  prevent  accidents,  and  his 
recommendations  frequently  reveal  to  the  employer  a 
situation  with  which  he  otherwise  would  not  be  likely  to 
become  familiar. 
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The  wide  experience  of  a  liability  company's  inspection 
department  and  the  special  research  work  which  it  is 
constantly  doing  enable  it  also  to  recommend  standard 
safeguards,  not  merely  such  as  will  "  do  "  but  the  best 
known  means  of  guarding  against  particular  dangers. 
This  standardization  of  safety  methods  is  impossible  to 
the  ordinary  employer.  He  cannot  devote  the  necessary 
time  and  money  to  the  work  nor  has  he  the  opportunity 
to  get  a  sufficiently  broad  range  of  observation  and 
experiment. 

The  inspectors  of  a  liability  company  are  practical 
men,  carefully  selected  for  their  general  knowledge  or 
for  their  training  and  experience  in  some  special  line, 
and  they  are  constantly  being  equipped  with  information 
regarding  new  methods  which  has  come  to  the  attention 
of  their  company  in  one  way  or  another.  For  this  reason 
they  are  often  able  to  suggest  an  inexpensive  yet  thor- 
oughly practical  guard  for  a  danger  point  which  other- 
wise might  have  to  be  protected,  if  at  all,  by  a  patented 
and  possibly  a  costly  guard. 

Liability  inspections  may  be  classified,  broadly  speak- 
ing, as  follows:  Elevator,  factory,  contractors',  mine, 
mercantile,  teams,  automobile,  theatre.  Mention  of  some 
of  the  principal  features  of  the  inspection  in  these  classes 
will  suggest  the  range  and  the  thoroughness  of  the  work. 

Elevator  Inspection 

The  many  complications  of  the  wide  variety  of  ele- 
vators demand  frequent  and  expert  attention,  and  ele- 
vator inspectors  are,  therefore,  chosen  from  men  who 
have  had  practical  experience  in  elevator  construction 
and  installation. 

An  elevator  has  a  great  many  danger  points  to  which 
most  careful  attention  must  be  given.  The  hoistway,  the 
car,  the  cables,  the  safety  appliances,  the  counterweights, 
the  operating  apparatus,  the  machine  itself,  the  operator. 
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all  have  their  possibilities  as  causes  of  accident.  An 
inspector  observes  whether  the  hoistway  is  enclosed  as 
fully  as  possible,  whether  the  entrances  to  it  are  properly 
protected,  whether  any  projections  are  efficiently  guarded 
and  whether  there  is  sufficient  overhead  clearance  when 
the  car  is  at  its  top  limit.  He  looks  into  the  condition  of 
overhead  sheaves,  timbers  and  bearings,  and  sees 
whether  safe  access  to  overhead  sheaves,  speed  governor, 
etc.,  is  provided  and  whether  there  is  a  grating  to  pre- 
vent anything  falling  down  the  shaft. 

The  condition  and  attachment  of  car  and  counterweight 
cables  are  noted,  as  well  as  whether  cables  have  enough 
turns  around  the  drum  when  the  car  is  at  the  top  or  the 
bottom  of  the  hoistway.  The  position  and  hangiag  of 
counterweights,  their  strapping  and  bolting  together, 
their  boxing,  their  guides,  and  the  extent  and  guarding 
of  their  guideways  are  observed.  The  car  or  platform, 
its  enclosure  and  guarding,  the  method  of  lighting,  the 
speed,  the  condition  generally,  receive  close  attention. 

The  safety  apparatus  is  thoroughly  examined  and 
tested,  not  only  the  safety  device  proper  but  also  any 
automatic  limit  stop,  slack  cable  device,  stop  buttons  and 
electrical  cut-out  used.  All  parts  of  the  motive  power 
apparatus  are  gone  over — worm  and  gear,  brake  and 
connections,  drum,  machine  bearings,  thrust  bearings, 
bolts,  pins,  etc.,  rods,  strap  and  traveling  sheaves,  belts, 
pulleys  and  countershafts,  valves,  tanks,  pump,  piping, 
hydraulic  and  steam  cylinders,  piston  rods,  and  every 
other  feature.  If  a  plunger  is  used,  its  fastenings  to 
the  car  are  carefully  examined.  Any  fastening  of  a 
machine  to  its  foundation  is  observed.  The  kind  and 
condition  of  operating  apparatus  are  noted,  and  it  is 
observed  whether  any  lever  used  is  in  safe  position 
and  whether  the  latch  is  in  good  condition.  The  inspector 
notes  whether  there  is  a  regular  operator  and  ascertains 
his  age,  whether  he  has  a  license  if  such  is  required,  and 
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whether  he  has  any  apparent  physical  defect  involving 
danger.  He  also  learns  whether  any  city  ordinances  or 
state  laws  relating  to  elevators  are  regularly  obeyed. 

Factory  Inspection 

Factory  inspection  demands  a  range  of  knowledge  so 
wide  that  practically  no  beginner  in  it  conld  be  said  to  be 
fully  equipped.  The  men  engaged  in  it  are  always 
selected  for  their  practical  experience,  training  m  a 
general  machine  shop  or  as  a  millwright  or  as  a  station- 
ary engineer  being  an  especially  desirable  qualification. 

A  factory  inspector  gives  his  attention  to  the  buildings, 
sidewalks,  yards  and  elevators  of  a  plant,  as  well  as  to 
boilers,  engines  and  machinery  of  all  descriptions.  In 
each  building  he  notes  the  condition  of  the  walls  and 
foundations,  what  shape  the  floors  are  in,  whether  they 
are  kept  clear  of  obstructions  and  are  not  overloaded,  and 
whether  all  openings  are  properly  guarded.  He  sees 
whether  stairways  have  good  treads  and  are  properly 
hand-railed,  whether  elevated  runways  and  stagings  are 
hand-railed  and  toe-boarded,  whether  the  stairways,  fire 
escapes,  fire  signals  and  exits  are  adequate  in  case  of  fire, 
and  whether  sidewalk  stairs,  sidewalks,  railings,  coal 
holes,  awnings,  gratings,  signs  and  outside  electric  lights 
are  so  arranged  and  protected  as  to  be  as  safe  as  possible. 

The  conditions  of  yards  and  adjacent  ways  are  exam- 
ined with  care  for  any  points  of  possible  danger.  If  there 
are  any  railroad  tracks  in  the  yard,  he  sees  whether  they 
are  properly  protected — points  of  approach  guarded  or 
furnished  with  adequate  signs  where  guarding  is  not 
practicable,  tracks  filled  in  at  crossings  or  overhead 
bridges  provided,  frogs  and  points  between  rails  and 
guard  rails  blocked,  devices  provided  to  give  warning 
of  overhead  bridges,  walks  or  wires  so  low  as  to  be  dan- 
gerous— and  he  ascertains  whether  the  method  of  oper- 
ating cars  in  the  yard  is  safe. 
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In  inspecting  the  elevators  of  tlie  factory,  besides  going 
over  the  equipment  he  learns  whether  regular  attendants 
are  furnished,  or  what  practice  prevails  regarding  the 
running  of  the  cars,  and  whether  the  system  of  calling 
the  elevators  is  adequate,  and  he  finds  out  to  what  extent 
the  public  as  well  as  employees  are  permitted  to  ride 
upon  the  elevators,  and  whether  an  effective  method  is 
used  to  keep  entrances  guarded  at  all  times. 

The  detailed  inspection  of  the  boilers  is  usually  at- 
tended to  by  a  regular  boiler  inspector,  but  the  liability 
inspector  in  each  case  ascertains  whether  this  is  the 
practice  and  observes  the  date  of  the  last  inspection.  If 
the  boilers  have  not  been  inspected  within  a  year,  he 
notes  the  type,  age,  horse-power  and  pressure  of  each  of 
them.  In  any  event  he  endeavors  to  learn  whether  only 
experienced  men  are  in  charge  of  boilers,  and  whether 
safe  practices  are  followed  in  the  ordinary  daily  work. 
He  also  sees  whether  the  boiler  room  is  properly  lighted, 
especially  in  the  vicinity  of  the  gauge  glass  and  steam 
gauge,  whether  it  is  kept  well  cleaned  up,  and  whether 
exits  are  kept  free  and  unlocked.  He  observes  whether 
suitably  railed  and  lighted  runways,  with  guarded  stairs 
or  ladders  for  reaching  them,  are  placed  on  the  boilers, 
lead  from  boiler  to  boiler,  and  proAdde  access  to  all  valves 
which  need  to  be  regularly  used  and  inspected,  whether 
sewers  or  hot-wells  and  steam  and  hot  water  pipes  are 
properly  covered,  and  whether  main  stop  valves  are 
easily  workable  in  case  of  need,  and  he  ascertains 
whether  effective  measures  are  adopted  to  protect  men 
cleaning  boilers. 

In  the  engine  room  the  inspector  sees  whether  the 
engine  and  its  equipment  are  in  good  order,  whether 
drive  wheels,  fly  wheels  and  other  danger  points  are 
properly  fenced,  whether  governor  balls  to  which  close 
approach  is  possible  are  guarded  against  contact, 
whether  all  gears  are  protected,  dangerous  shafts  guarded 
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and  projecting  tail  rods  encased  or  otherwise  rendered 
harmless,  whether  steam  pipes,  cylinders,  sewers  and 
catch  basins  are  properly  guarded  and  how  exhaust  pipes 
discharge.  He  examines  the  fly  wheel,  if  it  is  not  regu- 
larly inspected  by  a  fly  wheel  inspector.  He  observes 
how  emergency  valves  are  worked,  whether  runways, 
stairs  or  ladders  are  provided  to  reach  valves  and  of 
what  sort  they  are,  whether  elevated  platforms  or  walks 
are  furnished  with  hand-rails  and  toe  boards  and  how 
they  are  approached,  whether  stairs  with  railings  are 
provided  for  work  on  top  of  an  engine  or  bearings, 
whether  the  engine  room  is  kept  clean  and  well  lighted, 
whether  floor  depressions  are  properly  guarded  and 
whether  firm  footing  is  provided  at  working  points  in  the 
room.  He  notes  particularly  whether  an  efficient  gov- 
ernor is  provided  for  the  engine  and  an  automatic  speed 
limit  stop.  He  sees  if  the  governor  belt  is  in  good  shape 
or  its  keys  and  gears  well  secured,  and,  if  a  belt-driven 
governor,  whether  it  is  equipped  with  a  broken  belt  stop. 
He  ascertains  whether  the  engineer  is  licensed,  and  he 
inquires  as  to  the  provision  of  suitable  means  for  turning 
the  engine  off  center,  when  necessary,  without  danger  to 
employees. 

In  the  factory  proper  the  inspector's  work  is  so  varied 
that  only  a  few  of  the  most  common  matters  may  be  men- 
tioned. He  has  to  see  whether  shafting,  its  hangers  and 
pulleys  are  secure,  whether  shafting  and  couplings  are 
guarded  where  necessary,  whether  there  are  any  set 
screws  protruding,  whether  belts  and  pulleys,  counter- 
shafts, etc.,  are  well  protected,  whether  there  are  any 
exposed  gears,  sprocket  wheels  and  chains  or  frictions, 
how  cranes  are  guarded  and  operated,  what  is  the  prac- 
tice regarding  the  use  and  annealing  of  chains,  how 
explosives  and  inflammable  liquids  and  substances  are 
handled  and  stored,  under  what  conditions  hot  metals 
and  acids  are  handled,  whether  guards  are  provided  for 
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STich  inherently  dangerous  machines  as  saws,  wood 
shapers,  jointers,  punch  presses  and  shears,  and  whether 
the  feed  entrance  to  roll-feed  machines  is  protected.  He 
looks  to  see  what  arrangements  there  are  for  shutting 
off  the  power  in  an  emergency.  He  notes  the  conditions 
as  regards  light,  air,  cleanliness,  piling  of  material, 
clothing  of  operators,  loading  of  trucks,  and  crowding 
of  either  machinery  or  employees.  He  ascertains  the 
method  of  oiling  or  doing  other  work  on  shafting,  and 
whether  machines  are  stopped  when  they  are  oiled, 
cleaned  or  adjusted.  He  looks  into  the  practice  followed 
in  placing  belts  on  overhead  pulleys  and  removing  them, 
and  as  regards  allowing  belts  not  in  use  to  hang  loosely 
on  shafting.  He  endeavors  to  learn  whether  proper 
instruction  is  given  to  workmen,  whether  operators  are 
required  to  examine  machines,  tools  and  appliances  be- 
fore using  them  and  to  report  at  once  any  unsatisfactory 
condition,  and  whether  machines,  structures  and  safe- 
guards are  regularly  inspected.  He  looks  to  see  whether 
proper  signs  are  displayed  where  necessary  and  kept  in 
good  condition.  He  notes  how  electrical  equipment  is 
grounded  and  guarded  and  acquaints  himself  with  the 
operating  practices.  In  fact,  he  makes  a  general  and 
close  survey  of  the  entire  plant,  looking  out  for  any  pos- 
sible cause  of  accident. 

Contractors'  Inspection 

Contracting  work,  too,  is  of  such  variety  that  only 
general  mention  can  be  made  of  it  here.  Many  of  the 
hazards,  however,  are  more  or  less  common,  such  as  exca- 
vating, blasting,  shoring,  the  use  of  hoisting  and  convey- 
ing apparatus,  and  the  employment  of  stagings,  plat- 
forms, and  the  like.  The  use  and  care  of  explosives 
especially  demand  the  inspector's  attention.  He  ascer- 
tains if  the  explosives  are  properly  stored,  kept  at  a  safe 
distance  from  operations  and  in  charge  of  a  competent 
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man,  if  only  the  amounts  required  for  immediate  use  are 
taken  out  at  a  time,  if  suitable  thawing  methods  are 
pursued,  if  the  blasting  is  done  by  experienced  men  under 
expert  supervision,  and  if  proper  warning  is  given  and 
other  safety  precautions  taken  before  a  shot  is  fired. 

He  examines  all  hoisting  apparatus,  machinery,  der- 
ricks, booms,  chain  falls,  tackle,  slings,  etc.,  to  see  if  they 
are  in  good  condition,  inquires  into  the  care  of  chains, 
cables,  etc.,  and  observes  whether  a  good  method  of 
signalling  is  employed,  whether  hoisting  apparatus  is 
overloaded,  whether  workmen  are  allowed  to  ride  on 
apparatus  or  on  material  being  hoisted,  and  whether  any 
parts  of  highways  in  which  hoisting  is  being  done  are 
suitably  guarded.  He  looks  into  the  condition  of  boilers 
and  engines,  and  ascertains  whether  the  boilers  are  regu- 
larly inspected  and  the  dates  of  the  latest  inspections, 
and  whether  the  boilers  and  engines  are  run  by  com- 
petent men.  If  electric  power  is  employed,  he  examines 
the  equipment  and  informs  himself  regarding  the 
methods  of  operation. 

In  excavation  work  he  looks  to  see  if  the  roof  and  sides 
of  tunnels  are  safely  supported,  if  sewers,  trenches  and 
other  excavations  are  properly  shored  and  the  timber 
used  of  ample  strength,  if  excavations  are  well  guarded 
where  necessary  and  provided  with  danger  signals  at 
night,  and  if  any  temporary  crossings  are  safely  con- 
structed and  guarded.  He  observes  whether  an  ample 
supply  of  fresh  air  is  supplied  to  tunnel  and  caisson 
workmen,  whether  the  pumping  apparatus  is  in  the  best 
of  condition  and  the  connecting  pipes  so  located  that  there 
is  no  danger  of  their  being  broken  by  anything  falling  on 
them,  and  whether  there  is  an  auxiliary  air  supply  in 
reserve,  for  use  in  case  of  emergency. 

In  building  construction,  he  notes  whether  floors  are 
laid  on  the  erection  of  each  story,  whether  workmen  are 
provided  with  overhead  covering  for  use  when  necessary, 
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whether  scaffoldings  and  stagings  are  strong  and  prop- 
erly built,  and  are  provided  with  high  enough  railings  and 
with  toe  boards  to  keep  men  and  material  from  falling 
off,  whether  ladders  are  safe,  and  whether  elevator  hoist- 
ways,  flues  and  other  openings  in  floors  are  properly 
guarded.  He  observes  whether  sidewalks  are  kept  clear, 
whether  elevated  and  temporary  walks  are  strongly  con- 
structed and  provided  with  hand-rails,  whether  danger 
signals  are  provided  at  night  and  whether  every  precau- 
tion is  taken  to  guard  the  public.  He  also  looks  to  see 
whether  appliances  for  loading  teams  and  gangways  and 
surroundings  are  in  good  condition.  He  gives  particular 
attention  to  the  matter  of  whether  laws  and  ordinances 
appertaining  to  the  work  are  obeyed. 

Mining  Inspection 

The  hazards  of  mining  differ  so  from  those  of  other 
industries  that  mine  inspections  demand  men  who  have 
had  practical  experience  in  mine  work. 

The  mine  inspector  examines  hoisting  apparatus  with 
great  care,  to  see  if  the  cages,  cars  or  buckets  are  sub- 
stantial and  safe,  if  cages  or  buckets  are  provided  with 
suitable  covers  and  bonnets  and  are  fitted  with  rings  or 
bars  to  furnish  secure  hand-hold  for  the  passengers,  if 
cages  and  cars  have  efficient  safety  catches  and  if  cars 
are  provided  with  proper  brakes,  trailers  or  drags,  if  the 
guide  rails  run  from  top  to  bottom  of  the  shaft  and  are 
substantial,  if  the  hoisting  machinery  and  the  pulleys, 
sheaves,  drums  and  overhead  supports  are  in  good  condi- 
tion, and  if  the  hoisting  and  other  ropes  are  in  proper 
shape.  He  looks  to  see  whether  shaft  entrances  are 
properly  guarded  and  the  guards  kept  in  place  at  all 
times,  whether  there  is  sufficient  light  at  landings  when 
men  are  being  hoisted  or  lowered,  and  whether  signal 
codes  are  conspicuously  posted. 

He  ascertains  whether  the  hoisting  engineer  is  in  con- 
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stant  attendance  at  his  place  of  duty  when  there  are 
workmen  underground,  whether  there  is  efficient  means 
of  signalling  between  the  bottom  of  the  shaft  or  slope 
and  the  hoisting  engineer,  and  how  often  the  cages,  cars 
or  buckets,  and  the  ropes  and  safety  catches  are  exam- 
ined. He  looks  to  see  what  outlets  are  provided  for 
escape  in  case  of  blocking  of  the  main  passage,  shaft  or 
slope,  whether  there  is  a  passageway  around  every  shaft 
to  allow  men  and  animals  to  pass  without  going  under- 
neath the  cage,  whether  the  machinery  is  suitably  pro- 
tected, whether  the  ventilating  apparatus  is  m  good  con- 
dition, whether  electrical  equipment  is  effectively 
guarded,  and  whether  stairs,  trestles  and  plank  walks 
are  hand-railed.  He  ascertains  whether  the  boilers  are 
inspected  and  when,  looks  them  over  and  observes 
whether  steam  gauges  are  provided.  He  notes  how  the 
mine  is  ventilated,  how  much  air  is  provided,  whether 
currents  are  forced  into  every  working  place,  whether 
permanent  doors  used  in  guiding  the  ventilating  currents 
are  himg  and  adjusted  so  as  to  close  automatically, 
whether  brattices  are  in  good  condition,  and  whether 
there  are  attendants  at  principal  doorways  through 
which  cars  are  hauled,  with  shelter  places  provided  for 
them. 

He  observes  whether  passageways  and  rooms  are  dusty 
and  whether  sprinkling  is  done  frequently  to  keep  the 
dust  down,  whether  fire  damp  is  in  evidence,  whether  the 
mine  generates  explosive  gases  and  how  they  are  ex- 
pelled, and  whether  the  drainage  is  satisfactory.  He 
looks  to  see  if  ceilings  and  walls  are  securely  propped 
where  necessary  and  the  timbering  is  in  good  condition, 
and  he  ascertains  whether  miners  do  their  own  timbering 
and  whether  an  ample  supply  of  timber  is  kept  at  each 
working  place. 

He  notes  the  method  of  haulage  employed  and  whether 
there  are  manways  parallel  with  the  haulage  roads  or  the 
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passageways  are  provided  witli  cuts  whicli  will  permit 
persons  to  pass  moving  cars  with  safety,  and  he  learns  the 
regulations  for  haulage.  He  acquaints  himself  with  the 
places  and  methods  of  storing  blasting  powder  and  other 
explosives,  and  ascertains  whether  special  shot  firers  are 
employed,  whether  the  men  are  ordered  from  the  mine 
when  shots  are  fired,  and  whether  the  mine  is  inspected 
before  the  men  return  to  work.  The  inspector  uiquires 
particularly  into  the  matter  of  daily  inspection  of  the 
mine  by  the  mine  foreman  or  fire  boss  prior  to  the 
entrance  of  the  workmen  and  the  practice  followed  in 
putting  green  men  to  work,  whether  they  are  paired  off 
with  experienced  miners  or  with  other  green  men. 

Mercantile  Inspection 

This  class  of  inspection  includes  office  buildings,  ware- 
houses, hotels,  etc.,  as  well  as  shops,  stores  and  other 
mercantile  establishments  proper.  The  inspector  gives 
his  attention  to  the  floors  throughout  the  building,  noting 
whether  they  are  level  and  otherwise  in  good  condition 
and  are  solidly  supported,  and  observes  whether  all 
floor  openings  are  guarded.  If  there  are  balconies,  he 
looks  to  see  if  they  are  provided  with  railings  and  are 
safe.  He  examines  the  stairways  and  hallways  to  see  if 
they  are  well  lighted  and  if  the  stairways  are  hand-railed 
and  the  treads  and  supports  are  in  good  condition.  Any 
machinery  in  the  building  is  gone  over  to  see  if  it  is  safely 
protected.  If  the  boilers  have  not  been  inspected  within  a 
year,  the  inspector  notes  the  type,  age,  horse-power  and 
pressure  of  each.  Elevators,  passenger,  freight  and  side- 
walk, are  examined,  and  also  hand  hoists  and  dumb 
waiters  and  any  chutes  or  inclines  for  conveying  pur- 
poses. The  inspector  notes  the  facilities  for  extinguish- 
ing fire  and  the  adequacy  of  stairways,  fire  escapes  and 
other  exits,  examining  the  condition  of  the  fire  escapes 
and  observing  the  character  of  the  fire  signal  system. 
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Sidewalks,  railings,  coal  holes,  awnings,  gratings,  signs 
and  outside  electric  lights  are  inspected  to  see  that  they 
are  safe  and  protected  where  necessary,  and  the  same 
attention  is  given  to  yards  and  adjacent  ways. 

Teams  Inspection 

The  inspector  examines  the  vehicles  used,  looks  into 
the  condition  of  any  windlass  or  other  rigging  attached 
to  a  truck  used  for  moving  heavy  articles,  observes 
whether  any  hatchways,  stairways  and  surroundings 
used  in  loading  and  unloading  are  in  good  condition  and 
guarded,  and  notes  whether  harnesses  are  kept  in  proper 
shape.  He  ascertains  whether  any  vicious  horses  are 
employed,  whether  horses  are  properly  secured  while 
teams  are  being  loaded,  and  whether  the  drivers  are  ex- 
perienced men  and  are  considerate  with  horses. 

Theatre  Inspection 

In  inspecting  a  theatre  the  supports  of  the  walls  and 
roof  are  examined,  and  the  construction  of  the  stage. 
The  inspector  looks  over  any  elevators  used,  sees  whether 
there  are  plenty  of  exits  and  if  the  exit  doors  open  easUy 
from  the  inside,  and  examines  the  stairways  to  see  if  they 
are  well  supported,  their  treads  and  carpeting  in  good 
condition,  and  if  they  are  suitably  hand-railed.  On  the 
stage,  he  examines  the  scenery  supports,  sees  if  top  cur- 
tains are  well  secured  and  easily  regulated,  if  the  drop 
curtain  apparatus  is  strong  and  easUy  controlled  and  if 
the  place  of  the  drop  curtain's  fall  is  marked,  if  overhead 
and  foot  lights  are  secure,  if  the  switchboard  is  well 
protected,  if  the  passageways  to  dressing-rooms  are  well 
lighted  and  if  there  is  an  asbestos  curtain  in  front  of  the 
stage. 

He  looks  to  see  if  each  floor  of  the  theatre  is  connected 
with  the  fire  escapes,  and  if  the  escapes  are  numerous 
enough,  adequate,  and  independent  of  stairways.    He 
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gives  attention  to  the  boilers,  and  notes  the  condition  and 
guarding  of  any  machinery  in  use.  He  examines  the  side- 
walks, coal  holes,  awnings,  signs  and  outside  electric 
lights  to  see  if  they  are  protected  and  safe,  and  also  the 
floors  and  carpets  throughout  the  building. 

Conclusion 

The  above  outline  of  inspection  work,  cursory  and 
incomplete  as  it  necessarily  is,  gives  some  idea  of  the 
careful  and  thorough  manner  in  which  liability  inspection 
is  made.  The  inspector  reports  conditions  as  he  finds 
them  to  the  home  office  of  his  company,  together  with  his 
recommendations  regarding  what  should  be  done  to 
guard  agaiast  the  dangers  present,  either  in  the  way  of 
safety  devices  or  in  that  of  safer  ways  of  doing  the  work. 
These  are  brought  to  the  attention  of  the  assured  by  the 
home  office,  with  a  request  that  the  recommendations  be 
carried  out.  The  inspector,  while  at  the  plant,  has  also 
brought  the  danger  points  to  the  attention  of  those  in 
authority,  and  has  made  to  them  the  suggestions  which 
his  inspection  has  made  him  think  advisable.  If  the 
assured  does  not  inform  the  company  within  a  reasonable 
time  that  the  recommendations  have  been  complied  with, 
the  matter  is  taken  up  further  with  him,  until  the  plant 
is  put  into  satisfactory  condition  or  it  is  plain  that  it  will 
not  be.  Often  the  inspector  returns  to  the  plant  to  see 
what  measures  have  been  taken  to  promote  safety,  and 
he  always  checks  up  his  recommendations  when  he  next 
makes  a  regular  inspection. 

The  inspection  work  of  liability  companies  has  not  only 
directly  prevented  many  accidents  through  its  discovery 
of  bad  conditions  and  the  remedies  which  it  has  sug- 
gested, but  it  has  done  a  great  deal  to  stimulate  the 
interest  in  the  safety  of  working  men  and  the  public 
which  is  at  present  in  such  striking  evidence.  The  pres- 
sure and  the  persuasive  influence  which  has  been  brought 
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to  bear  upon  superintendents  and  foremen,  as  well  as 
owners  of  plants  and  buildings,  bave  converted  many 
men  to  full  belief  in  safety  methods,  with  the  result  that 
they  have  taken  up  the  matter  with  enthusiasm.  Some 
of  the  liability  companies  have  also  published  and  circu- 
lated widely  in  pamphlet  form  and  otherwise  the  informa- 
tion which  they  have  gathered  for  and  through  their 
inspections,  and  this,  too,  has  helped  much  to  forward 
the  safety  movement. 
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Chaptee  L 

STATISTICS  AND  RESEEVES 

By  Benedict  D.'  Flynn 

Statistics 

Liability  insurance,  because  of  the  complex  nature  of 
the  business,  presents  a  difficult  problem  in  the  compila- 
tion of  its  statistics  for  the  purpose  of  formulating  an 
experience  and  in  the  interpretation  of  this  experience 
for  the  determination  of  rates  and  reserves.  The  history 
of  a  liability  insurance  policy,  so  far  as  the  accounting 
records  of  the  company  are  concerned,  is  a  succession  of 
entries  beginning  with  the  estimated  advance  premium 
payment,  and  followed  by  payments  for  medical  aid,  ad- 
justing expense,  claims,  legal  expense  and  suit  settle- 
ments. AH  of  these  items  must  be  properly  assigned  and 
iadexed  so  that  they  may  be  traced  easily  in  the  exper- 
ience records.  In  addition  to  the  statistics  drawn  from 
the  accounting  records,  a  record  must  be  kept  of  the  many 
notices  of  accident  received,  and  of  the  suits  which  de- 
velop. It  is  necessary,  therefore,  that  the  system  used 
iu  compiling  this  complex  mass  of  statistics  be  compre- 
hensive and  smooth  running  and  that  care  be  used  in  its 
maintenance. 

The  work  of  interpreting  these  statistics,  and  of  utiliz- 
ing them  in  such  a  way  that  safe  conclusions  may  be 
drawn  therefrom,  gives  wide  opportunity  for  the  exercise 
of  that  good  judgment  which  can  only  come  from  long 
experience  and  study  of  the  business  in  all  its  aspects. 
To  throw  light  upon  the  value  of  this  statement  let  us 
examine  the  make-up  of  liability  experience.  Unlike  most 
other  forms  of  casualty  insurance  experience,  the  ele- 
ments of  liability  experience  are  deferred  in  their  nature. 
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The  preroiuin  on  the  greater  number  of  the  policies 
issued,  is  based  upon  an  estimate  of  the  payroll  to  be 
expended  during  the  term  of  the  contract  and  is  subject 
to  an  adjustment  in  the  form  of  an  additional  or  rebate 
premium  charge  at  the  termination  of  the  contract,  cal- 
culated upon  the  basis  of  the  actual  payroll  expenditure 
as  shown  by  an  audit  of  the  assured 's  books.  Conse- 
quently the  correct  amount  of  this  important  factor  of 
experience  is  not  known  until ,  after  the  expiration  of 
the  policy.  Then  again,  notices  of  accident  are  received 
throughout  the  term  of  the  contract  and  may  develop  into 
claims  or  suits  at  any  time  during  the  first,  second  or 
third  years  following  the  date  of  accident.  These  notices 
of  accident  may  develop  into  claim  payments,  which  can 
be  adjusted  within  a  reasonable  length  of  time,  or  it  may 
be  that  suits  wiU  be  brought,  the  settlements  under  which 
may  not  take  place  for  five,  eight  or  ten  years  from  date 
of  accident.  Thus  the  information  in  regard  to  both  of 
the  factors  by  which  the  results  of  the  business  may  be 
judged,  i.  e.,  the  premiums  and  the  losses,  cannot  be  ob- 
tained until  years  after  the  contracts  have  been  issued. 

To  form  accurate  conclusions  from  liabihty  exper- 
ience, it  is  essential  that  the  results  of  the  busiaess  be 
tabulated  in  such  a  way  that  the  losses  and  loss  expense 
shall  be  placed  against  the  earned  premiums  and  payroll 
exposure  of  the  contracts  under  which  such  payments 
have  been  made.  The  method  employed,  called  the  ' '  Pol- 
icy Year  "  method,  is  to  consider  all  contracts  written 
in  a  particular  calendar  year  as  a  group  and  to  allocate 
to  that  year  all  premium  payments  and  loss  and  loss 
expense  payments  whenever  made.  The  tendency  of  the 
experience  of  a  company  thus  recorded,  either  as  a  whole 
or  in  part,  can  be  studied  by  succeeding  years  of  business 
on  a  basis  which  is  sound. 

In  this  connection  it  might  be  well  to  point  out  the 
danger  of  using  calendar  year  loss  ratios  in  studying  the 
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results  of  liability  business.  By  a  calendar  year  loss 
ratio  is  meant  the  ratio  of  the  losses  and  loss  expense  paid 
ta  a  particular  calendar  year  to  the  premiums  paid  for  in 
that  year.  The  use  of  such  figures  is  a  common  practice 
in  casualty  underwriting  as  a  rough  method  of  observing 
the  progress  of  experience.  In  certain  lines  of  casualty 
insurance,  such  as  accident  and  health  insurance,  where 
losses  are  not  postponed  to  any  extent,  such  calendar 
year  records  may  be  used,  with  certain  limitations,  to 
indicate  the  tendency  of  experience.  A  similar  record 
of  the  results  under  liability  insurance  contracts,  how- 
ever, might  be  entirely  misleading  for  several  reasons. 
For  example,  a  change  in  the  method  of  claim  settlement 
of  a  company  might  result  in 'a  large  increase  or  decrease 
in  claim  payments  during  the  particular  calendar  year 
with  consequent  effect  upon  the  calendar  year  loss  ratio. 
Then  again,  large  additional  premium  payments,  mostly 
earned  in  the  preceding  calendar  year  might  increase  the 
premium  income  to  such  an  extent  as  to  give  a  low  loss 
ratio  for  the  calendar  year  which  would  be  misleading 
and  unreliable.  In  fact,  it  is  in  this  comparison  of  aver- 
ages, and  other  figures  which  have  not  been  properly 
grouped  or  analyzed  to  place  them  upon  a  safe  basis  of 
comparison,  that  the  chief  danger  in  handling  liability 
experience  lies. 

Compilation  of  Statistics 

In  compiling  liability  statistics  the  use  of  a  card  sys- 
tem for  recording  information  is  helpful.  The  punched 
card  system  which  has  been  used  for  some  time  by  cas- 
ualty companies  and  is  now  being  installed  by  life  insur- 
ance companies,  has  not  yet  been  adapted  to  liability 
statistical  work.  So  many  items  of  information  are  re- 
quired on  certain  cards  that  it  has  not  been  possible  as 
yet  to  discontinue  the  use  of  the  written  cards.  It  is 
hoped,  however,  that  the  punched  card  system  with  its 
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wonderful  facilities  for  sorting  and  tabulating  may  soon 
be  applied  to  this  work  as  it  will  undoubtedly  lessen  the 
clerical  labor  and  the  chance  of  error. 

The  principal  work  lq  the  compilation  of  liability  statis- 
tics is  the  preparation  of  experience,  both  for  use  in  the 
periodical  preparation  of  manual  or  basic  rates  and  for 
the  purpose  of  indicating  tendencies  and  modifications  in 
the  current  or  "  going  "  liability  rates  of  the  company. 
It  is  essential  that  the  items  of  information  which  go  to 
make  up  the  experience  of  a  liability  insurance  company 
be  shown  in  unit  form,  that  is,  that  each  item  or  group 
of  items  of  information  which  will  have  a  direct  bearing 
on  the  experience  shall  be  entered  upon  a  separate  card. 
The  experience  in  this  form  is  most  elastic  and  permits 
the  making  of  the  necessary  subdivisions.  For  ease  in 
handling  and  sorting,  the  cards  which  contain  items  which 
make  up  the  experience  of  a  particular  risk  are  of  uniform 
size.  To  secure  convenience  and  accuracy,  different  col- 
ored cards  are  used  for  the  various  classes  of  statistics. 

The  first  step  in  the  compilation  is  the  writing  of  a 
registration  card  which  gives  all  the  information  which 
is  at  hand  when  the  policy  is  issued,  such  as  the  date  of 
issue,  the  rate  of  premium,  the  estimated  payroll,  the 
limits  of  insurance,  the  term  of  the  policy,  etc.  As  pay- 
ments chargeable  directly  to  the  particular  contract,  for 
medical  attention,  adjusting  expense,  claims,  legal  ex- 
pense, and  suit  settlements,  are  made,  cards  are  written 
and  filed  together,  so  that  at  any  time  the  record  of  the 
particular  risk  is  grouped  in  the  experience  file. 

The  second  step  is  to  draw  off  on  the  summary  card, 
sometimes  called  the  final  experience  card,  all  of  the 
information  which  has  been  noted  upon  the  cards  just 
mentioned.  This  card  groups  the  data,  first,  by  the  year 
in  which  the  contract  is  issued,  second,  by  industrial  clas- 
sification, third,  by  form  of  contract,  and  finally  by  loca- 
tion.    On  this  card  is  shown  the  amount  of  estimated 


STATISTICS  AND  EESEEVES  317 

payroll,  the  addition  to  or  the  deduction  from  this  amount 
as  a  result  of  the  payroll  audit,  and  the  resulting  actual 
payroll  expended.  The  totals  of  losses  and  loss  expense, 
displayed  so  as  to  show  the  calendar  years  in  which  these 
payments  were  made,  are  also  given  upon  this  card  to- 
gether with  the  pure  premium,  i.  e.,  the  pure  claim  cost 
per  $100  of  payroll  expended  for  this  particular  subdivi- 
sion of  experience.  Upon  the  completion  of  this  work, 
which  is  not  taken  up  until  the  experience  has  matured  to 
some  extent,  the  information  is  drawn  from  these  cards 
into  books  made  up  in  loose  leaf  form  which  give  the 
experience  under  industrial  classifications  for  the  use 
of  the  underwriters. 

The  steps  just  outlined  cover  the  experience  so  far  as 
the  actual  payments  to  and  by  the  company  are  concerned. 
It  is  necessary  in  order  that  the  underwriters '  view  of  the 
experience  may  be  as  clear  as  possible  that  the  number 
and  estimated  cost  of  outstanding  suits  be  displayed  in 
these  experience  books.  To  obtain  this  information  a 
complete  record  of  suits  pending  is  maintained,  sub- 
divided in  the  same  manner  as  is  the  information  upon  the 
final  experience  card.  Once  a  year  the  claim  adjuster 
revises  the  estimates  of  the  future  costs  of  these  suits 
upon  the  basis  of  the  latest  information  obtainable.  The 
underwriter  can  obtain  from  these  experience  books, 
therefore,  information  in  regard  to  the  progress  of  the 
cost  of  insurance  from  year  to  year  for  certain  industrial 
classifications  in  particular  states. 

No  use  has  been  made  up  to  this  point  of  information 
bearing  upon  the  limits  of  insurance  which  are  payable 
for  injury  to  one  person  and  for  one  accident,  for  the 
reason  that  experience  in  the  form  just  mentioned  is  used 
by  the  underwriters  who  are  familiar  with  the  distribu- 
tion of  the  business  by  limits  in  various  localities  and  who 
use  this  information  in  order  to  modify  the  "  going  " 
rates.    If  an  investigation  were  taken  up  to  establish  new 
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manual  or  basic  rates,  the  information  which  has  been 
noted  upon  the  cards  bearing  upon  limits  would  be 
utilized. 

As  an  aid  to  the  imderwriter,  experience  is  com- 
piled by  the  individual  risk.  The  statistics  are  drawn 
off  for  this  purpose  upon  a  single  card — called  the  history 
card.  This  record  shows,  in  addition  to  such  information 
as  the  date  and  term  of  the  policy,  payroll,  rate,  etc.,  the 
exact  coverage  under  the  contract,  the  number  of  notices 
of  accident  received,  all  loss  payments,  and  the  number 
and  estimated  cost  of  any  suits  which  may  be  pending. 
The  underwriter  thus  has  at  hand  a  complete  record  of 
the  individual  risk  for  reference  both  during  the  term  of 
the  contract  and  when  the  question  of  the  basis  of  renewal 
is  considered. 

Various  other  cards,  such  as  supplementary  notice  and 
suit  cards,  which  give  more  detailed  and  complete  claim 
information,  must  be  written  to  be  used  in  special  investi- 
gations of  these  lines  of  information. 

Analysis  of  Statistics 

In  order  to  get  the  maximum  of  value  from  any  insur- 
ance experience,  it  must  be  analyzed  thoroughly.  This  is 
particularly  true  of  liability  experience,  for  the  reason 
that,  because  of  its  deferred  character,  any  figures  which 
may  be  taken  from  past  records  to  throw  light  upon  the 
future  course  of  experience  are  most  valuable.  The  ex- 
perience of  a  liability  company  should  be  analyzed  to 
show  the  results  of  the  business  by  form  of  policy  and  by 
agency.  In  order  that  the  trend  of  experience  by  the 
subdivisions  may  be  studied,  it  is  necessary  to  display  the 
results  by  ' '  policy  years. ' '  For  instance,  the  experience 
under  a  certain  policy  form  should  be  made  up  by  suc- 
ceeding "  policy  years  "  and  analyzed  to  show  the  results 
of  the  business  written  through  the  various  agencies  of 
the  company.     Another  valuable  investigation  may  be 
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made  to  show  the  experience  of  the  business  for  all  policy 
forms  as  received  from  each  agency  of  the  company  sub- 
divided to  show  results  by  years  of  business. 

At  this  time,  when  liability  companies  are  operating  in 
states  which  have  recently  modified  their  liability  laws 
to  a  considerable  extent,  it  is  of  the  utmost  importance 
that  the  progress  of  the  experience  be  closely  watched  in 
order  that  indications  having  a  bearing  upon  the  cost  of 
insurance  may  be  obtained  as  early  as  possible.  Eefer- 
ence  may  be  made  here  to  one  of  the  most  helpful  investi- 
gations of  this  character — the  examination  of  the  claim 
record  of  the  company.  This  record  should  be  analyzed 
to  show  the  rapidity  and  frequency  of  suit  development, 
and  claim  and  suit  settlement.  In  connection  with  this 
record  the  trend  of  the  average  claim  cost,  and  average 
suit  cost,  should  be  studied.  For  instance,  the  notices 
received  in  any  month  or  group  of  months  should  be 
traced  to  the  termination  of  the  cases  in  order  to  show 
the  change  in  the  rate  of  development  of  claims  and  suits, 
and  the  resulting  changes  in  the  average  cost  of  settle- 
ments. 

Reserves 

There  are  two  reserves  which  a  liability  insurance 
company  is  required  by  law  to  maintain,  namely,  the  un- 
earned premium  reserve,  sometimes  called  "  re-insurance 
reserve,"  and  a  reserve  for  outstanding  and  future 
claims. 

Unearned  Premium  Eeservb.  This  reserve,  which  is 
a  legal  requirement  for  all  branches  of  casualty  insur- 
ance, considers  as  a  liability  that  part  of  the  gross  prem- 
ium of  a  contract  in  force  at  date  of  valuation,  which  is 
unearned.  The  common  method  of  calculating  this  re- 
serve is  to  take  50  per  cent,  of  the  gross  premiums  of 
contracts  having  a  term  of  twelve  months  or  less  and  a 
pro  rata  amount  of  the  premium  for  contracts  of  longer 
terms,  as,  for  instance,  three-fourths  of  the  premiums  of 
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those  contracts  having  a  term  of  two  years  and  which 
were  written  during  the  year  preceding  date  of  valuation, 
five-sixths  of  the  premiums  of  three-year  contracts  which 
are  valued  in  the  first  year  of  the  contract,  etc.  The  hasis 
of  this  method  of  calculation  is  the  assumption  that  the 
premium  income  of  the  company  is  distributed  evenly 
throughout  the  year  and,  therefore,  that  the  average 
duration  of  all  contracts  issued  within  the  year  and 
which  are  in  force  at  date  of  valuation  is  six  months.  A 
more  accurate  way  of  calculating  this  liability  would  be 
to  divide  the  premiums  of  the  contracts  in  force  at  date 
of  valuation  by  months  of  expiration  of  contract,  and  to 
require  as  the  unearned  premium  reserve  so  much  of  the 
premium  as  shall  carry  the  contract  to  the  middle  of  the 
month  of  expiration.  The  first  method  can  be  operated 
more  easily  and  when  the  statement  of  the  company  is 
made  upon  the  written  basis,  the  resulting  reserve  figure 
will  probably  approximate  closely  that  obtained  by  the 
use  of  the  second  method. 

It  is  claimed  that  there  is  a  considerable  equity  in  the 
unearned  premium  reserve  of  a  casualty  company.  The 
argument  has  been  advanced  that  this  reserve  corre- 
sponds to  the  mean  net  premium  reserve  of  a  life  insur- 
ance contract  upon  the  one  year  term  plan,  and  that, 
therefore,  it  should  be  calculated  in  the  same  manner, 
that  is,  it  should  be  50  per  cent,  of  that  part  of  the  gross 
premium  which  is  provided  for  the  payment  of  losses.  In 
the  case  of  a  liability  insurance  company,  upon  the  as- 
sumption that  60  per  cent,  of  the  gross  premium  is  the 
provision  for  losses  and  loss  expense,  30  per  cent,  of  the 
gross  premium  would  be  the  unearned  premium  reserve. 
It  is  contended  that  commissions  and  the  greater  part  of 
the  management  expenses  are  paid  by  the  company  when 
the  policy  is  paid  for,  and,  therefore,  that  if  this  reserve 
is  to  be  looked  upon  as  the  amount  necessary  to  reinsure 
the  business  to  the  termination  of  the  contract,  that  the 
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unearned  portion  of  that  part  of  the  premmm  which  is 
the  provision  for  losses,  should  be  a  sufficient  liability. 
There  are  points,  however,  which  must  be  considered 
upon  the  other  side  of  the  question,  such  as  the  fact  that, 
in  the  case  of  a  liability  company,  the  advance  premium 
paid  in  is  generally  a  considerable  underestimate  of  the 
earned  premium.  It  seems  a  safe  statement  to  make, 
however,  that  there  is  undoubtedly  some  equity  in  the 
unearned  premium  reserve,  perhaps  10  per  cent,  of  the 
gross  premium. 

Claim  Eeseeves.  Prior  to  1901  there  were  no  state 
laws  bearing  upon  the  subject  of  claim  reserves.  In 
those  earlier  years  of  the  business  in  this  country  each 
company  estimated  an  amount  which  it  set  aside  to 
liquidate  future  and  outstanding  claims. 

In  1901,  Michigan  enacted  a  law  which  was  the  first 
definite  method  for  the  calculation  of  this  reserve.  This 
requirement  was  that  companies  doing  this  class  of  busi- 
ness should  set  aside  at  least  40  per  cent,  of  the  earned 
premiums  of  the  business  of  the  five  years  just  preceding 
date  of  valuation,  less  the  amount  of  losses  and  loss  ex- 
pense paid  under  the  contracts.  A  provision  was  made 
in  the  law  that  the  commissioner  of  insurance  might  in- 
crease the  reserve  resulting  from  this  calculation  in  his 
discretion,  if  the  experience  of  any  company  seemed  to 
warrant  it.  This  law  was  later  amended  to  call  for  not 
less  than  50  per  cent,  of  the  earned  premiums,  and  for 
many  years  the  reserve  as  calculated  by  the  insurance 
department  of  that  state  furnished  a  good  standard  of 
measurement  of  this  liability. 

The  weakness  in  this  reserve  method,  however,  was 
the  difficulty  of  exercising  the  discretionary  power  in  the 
hands  of  the  commissioner.  It  was  found  that  some  fixed 
basis  of  reserve  computation  was  necessary,  and  in  1903 
New  York  and  Connecticut  enacted  laws  which  calculated 
the    reserve    upon    the    basis    of    average    notice    and 
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suit  costs.  These  laws  disregarded  the  probable  ulti- 
mate loss  ratio  of  the  business  as  a  basis  of  calcula- 
tion, and  fixed  the  reserve  simply  upon  the  claim 
statistics.  Liability  experience  had  shown  that  prac- 
tically all  of  the  notices  which  become  claims  or  suits  de- 
veloped during  the  eighteen  months  following  the  date  of 
accident.  An  average  notice  cost  obtained  from  the  past 
experience  of  the  company  was  consequently  applied  to 
the  number  of  notices  which  had  been  received  during  the 
eighteen  months  just  preceding  date  of  valuation,  and 
from  this  amount  was  deducted  a  sum  produced  by  apply- 
ing to  the  number  of  claims  then  settled  under  such 
notices  an  average  claim  cost  determined  from  previous 
experience.  In  addition  to  this  amount  each  suit  out- 
standing at  date  of  valuation  where  the  notice  of  accident 
had  been  received  more  than  eighteen  months  previous, 
was  reserved  for  at  an  average  suit  cost  which  had  been 
obtained  from  past  experience.  The  method  of  calcula- 
tion of  reserve  by  both  the  New  York  and  Connecticut 
methods  were  practically  the  same  except  that  the  ex- 
perience period  from  which  the  averages  were  obtained 
was  in  the  case  of  the  New  York  law  the  first  five  years 
of  an  eight-year  period,  and  for  Connecticut  the  first 
three  years  of  a  five-year  period  just  preceding  date  of 
valuation. 

This  legislation  was  a  step  toward  adequate  reserve 
for  this  class  of  liabilities,  but  it  was  soon  apparent  that 
the  average  derived  from  the  experience  was  too  small, 
as  it  was  impossible  to  obtain  completed  experience  upon 
business  written  only  two  or  three  years  before  date  of 
valuation.  The  result  was  that  in  1905  the  laws  of  New 
York  and  Connecticut  were  amended  and  the  period  of 
experience  from  which  the  averagowosts  were  obtained 
was  made  in  the  case  of  New  York,  the  first  five  years  of 
a  ten-year  period,  and  for  Connecticut  the  first  eight 
years  of  a  ten-year  period  just  preceding  date  of  valua- 
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tion.  The  method  of  calculation,  however,  remained  the 
same  except  that  the  deduction  used  was  the  sum  of  the 
actual  amounts  paid  instead  of  that  produced  by  apply- 
ing to  the  number  of  claims  settled  an  average  derived 
from  previous  experience.  In  this  year  also  Massachu- 
setts enacted  a  law  similar  to  that  of  New  York  and  Illi- 
nois, while  Texas  and  California  adopted  almost  the 
same  legal  standard,  the  only  change  being  that  these 
states  allowed  credit  in  calculating  the  reserve  for  par- 
tial payments  made  on  outstanding  suits. 

Of  recent  years  it  has  become  apparent  that  these 
"  average  "  reserve  methods  were  producing  figures 
which  were  entirely  inadequate.  The  principal  reason 
for  this  was,  that  in  order  to  get  complete  experience 
for  the  calculation  of  average  notice  costs  and  average 
suit  costs,  it  was  necessary  to  use  experience  of  business 
written  from  five  to  ten  years  earlier.  The  changes  in 
liability  insurance  conditions,  such  as  state  laws  and 
company  methods  were  so  rapid  that  the  results  under 
old  experience  could  not  be  used  as  factors  in  the 
calculation  of  the  liabilities  for  new  business.  Then 
again,  there  was  no  uniformity  of  method  pursued  by 
the  companies  in  the  preparation  of  experience,  in 
returns,  in  recording  claim  statistics,  in  the  method  of 
claim  settlements,  and,  finally  in  the  method  of  reserve 
calculation.  There  were  also  certain  technical  errors 
in  the  method  of  calculation  of  averages,  for  instance, 
the  average  suit  cost  used  was  based  upon  all  suit 
settlements  regardless  of  the  age  of  the  suit  while 
the  suits  to  which  the  average  was  applied  in  calculating 
the  reserve  were  all  based  upon  notices  more  than 
eighteen  months  old.  As  the  age  of  the  suit  is  the  prin- 
cipal factor  in  determining  the  cost  of  settlements,  this 
technical  error  had  a  large  effect  upon  the  amount  of 
reserve. 

In  May,  1910,  a  committee  of  liability  insurance  under- 
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writers  was  appointed  to  study  various  methods  for  the 
calculation  of  this  reserve,  and  to  recommend  a  plan 
which  might  be  used  as  a  model  by  the  states.  This  com- 
mittee collected  a  vast  amount  of  statistics  bearing  upon 
the  experience  of  companies  and  upon  the  basis  of  these 
figures  calculated  the  amount  of  reserve  required  by  the 
five  or  six  plans  proposed. 

A  method  for  calculating  this  reserve  was  finally  de- 
cided upon,  and  a  model  bill  drafted,  which  was  adopted 
by  the  Committee  on  Reserves  Other  Than  Life,  of  the 
National  Convention  of  Insurance  Commissioners  after 
conference  with  the  Committee  of  Liability  Insurance 
Underwriters.  This  model  bill  was  enacted  into  law  by 
New  York,  Connecticut,  Massachusetts,  Washington 
Minnesota,  Ohio  and  Georgia,  and  with  certain  modifica- 
tions, by  Pennsylvania.  This  law  calls  for  certain  exper- 
ience statistics  from  the  company  upon  the  basis  of  which 
the  reserve  calculation  of  the  company  may  be  checked. 
The  method  of  calculating  the  reserves,  briefly  stated,  is 
as  follows : 

For  all  suits  being  defended  under  policies  written 
more  than  ten  years  prior  to  the  date  of  valuation,  an 
estimated  cost  of  settlement  of  $1,000  for  each  suit  shall 
be  charged.  For  all  suits  being  defended  under  policies 
more  than  five  years  and  less  than  ten  years  prior  to  the 
date  of  valuation  a  charge  shall  be  made  of  $750  for  each 
suit.  As  the  liability  under  policies  written  in  the  five- 
year  period  immediately  preceding  the  date  of  valuation 
there  shall  be  charged  that  percentage  of  the  earned 
premiums  of  these  years  of  business  which  is  the  loss 
ratio  of  the  business  beginning  five  years  and  ending 
ten  years  prior  to  the  date  of  valuation,  less  the 
loss  payments  for  these  years  of  business.  In  no 
event,  however,  shall  the  loss  ratio  to  be  used  in  the 
valuation  as  of  December  31,  1911,  be  taken  at  less  than 
50  per  cent.,  nor  shall  the  percentage  as  of  December  31, 
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1912,  be  taken  at  less  than  51  per  cent.,  and  so  on — the  loss 
ratio  to  be  taken  in  the  valuation  as  of  December  31, 
1916,  and  in  later  years  shall  not  be  less  than  55  per  cent. 
Further  check  is  placed  upon  the  reserve  for  the  first 
three  of  the  five  years  of  business  just  preceding  date  of 
valuation.  If  the  reserve  liability  for  any  one  of  these 
years,  obtained  by  multiplying  the  number  of  outstand- 
ing suits  at  date  of  valuation  by  an  estimated  cost  of 
$750  per  suit,  is  more  than  the  reserve  for  that  particular 
year  as  obtained  by  the  percentage  method  just  outliaed, 
the  larger  amount  shall  be  used.  In  the  method  of  valu- 
ation described  above  liability  claims  only  have  been 
considered.  Provision  is  also  made  in  the  law  for  the 
valuation  of  outstanding  death  and  disability  claims 
under  workmen's  compensation  contracts  upon  the  basis 
of  estimates  made  by  the  company.  If  there  are  out- 
standing workmen's  compensation  claims  at  date  of  valu- 
ation, based  upon  contracts  written  in  the  first  three 
years  of  the  five-year  period  just  preceding  the  date  as 
of  which  the  statement  is  made,  the  estimated  cost  of 
these  claims  shall  be  used  in  applying  the  check  to  the 
adequacy  of  the  reserves  for  these  years  of  business  as 
obtained  by  the  percentage  method  of  calculation. 

The  above  method  of  valuation  applies  to  companies 
which  have  been  in  business  ten  years  or  more.  In 
the  case  of  a  company  which  has  been  in  business  less 
than  ten  years  the  same  method  is  followed,  with  the  ex- 
ception, that  in  determining  the  reserve  for  policies  writ- 
ten in  the  five  years  immediately  preceding  the  date  as  of 
which  the  statement  is  made,  the  minimum  percentages 
mentioned  above  are  used  with  the  suit  or  claim  check. 

The  suit  averages  used  in  the  calculation  of  the  reserve 
were  agreed  upon  after  a  careful  examination  of  the  cost 
of  settlement,  by  all  companies,  of  suits  which  cor- 
responded in  age  to  those  which  were  to  be  valued.  The 
law  also  provides  a  definite  basis  upon  which  the  unallo- 
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cated  loss  expense,  that  is,  adjusting  and  legal  expense 
wMch  cannot  be  assigned  to  particular  cases,  shall  be 
distributed  to  the  various  years  of  business. 

The  method  of  reserve  valuation  outlined  above  was  de- 
vised after  careful  study  of  the  problem,  and  embodies  all 
of  the  good  features  of  the  several  plans  proposed.  It 
recognizes  in  its  application  that  the  best  measure  for 
that  great  part  of  the  total  reserve  item  which  is  based 
upon  the  business  of  most  recent  years,  the  experience  of 
which  is  least  developed,  is  some  percentage  of  the 
earned  premiums  which  the  past  experience  of  the  com- 
pany indicates  will  be  the  probable  ultimate  loss  ratio. 
The  more  remote  the  years  of  business  are  from  date  of 
valuation,  the  more  weight  is  given  to  the  reserve  lia- 
bility as  indicated  by  claim  statistics,  until  in  reserving 
for  the  contracts  written  more  than  five  years  prior  to 
the  date  of  valuation  the  liability  of  the  company  is  the 
estimated  cost  of  outstanding  cases.  Judging  from  the 
standpoint  of  the  probable  results  of  liability  business 
now  being  written,  the  new  method  does  not  apply  a 
standard  of  measurement  which  can  be  called  too  high 
or  too  severe.  On  the  contrary,  the  tendency  seems  to 
be  for  a  greater  percentage  of  the  gross  premium  to  be 
paid  out  in  losses  and  loss  expense.  The  probability  is 
that  any  amendment  to  the  law  as  it  now  stands  will  be 
in  the  direction  of  a  higher  percentage  of  the  earned 
premium  as  a  basis  of  the  reserve  requirement  for  the 
recent  years  of  business. 


Chaptbe  LI 

LIABILITY  INSUEANCE  BY  THE  STATE 

By  Edson  S.  Lott 

Speaking  broadly,  until  very  recently  a  workman  in 
this  country  conld  obtain  damages  from  Ms  employer  for 
an  accidental  bodily  injury  only  when  he  conld  prove  that 
his  employer  was  at  fault  for  the  accident.  Hence  the 
term  employers'  liability.  Employers,  as  a  rule,  protect 
themselves  against  this  hazard  by  insuring  in  stock  lia- 
bility insurance  companies. 

Many  states  are  now  practically  throwing  aside  much 
of  the  law  of  employers'  liability  and  substituting  the 
doctrine  of  workmen's  compensation,  on  the  theory  that 
every  workman  is  entitled  to  compensation  for  each 
injury  sustained,  irrespective  of  who  is  at  fault  for  the 
accident  causing  the  injury. 

This  doctrine,  already  firmly  established  in  many 
European  countries,  has  now  a  foothold  here  and  is 
spreading,  with  a  rapidity  and  intensity  characteristic 
of  America,  to  every  state  in  the  Union. 

The  earlier  attempts  at  this  form  of  legislation  in  this 
country  failed  to  pass  the  test  of  constitutionality.  A 
few  states  have  succeeded  in  framing  statutes  that  have 
survived  this  test,  as  far  as  state  courts  are  concerned. 
Some  of  these  new  laws  have  been  criticized  as  cumber- 
some, impracticable  and  likely  to  prove  so  costly  to  em- 
ployers as  to  become  a  severe  burden  on  industry.  Let 
us  .assume,  however,  that  laws  which  are  constitutional, 
practicable  and  not  over-burdensome  will  be  enacted 
whereby  the  desired  result  will  be  accomplished.  Then 
comes  the  question : 

Is  the  State  the  best  medium  through  which  workmen's 
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compensation  shall  be  distributedf  Is  labor  justified  in 
demanding  that  the  State  actually  dispense  the  compen- 
sation, instead  of  merely  regulating  the  method  of  its 
dispensation^  There  are,  apparently,  some  who  think 
that  the  State  can  successfully  compete  with  private  cor- 
porations as  respects  employers'  liability  and  workmen's 
compensation  insurance.  These  two  hazards  must  con- 
tinue to  be  classed  together  in  nearly  all  states,  until 
their  constitutions  are  changed,  no  matter  how  many 
workmen's  compensation  laws  are  passed. 

The  governor  of  one  of  our  states,  an  able  political 
economist,  of  the  academic  rather  than  of  the  practical 
type,  and  the  sponsor  of  a  newly  enacted  labor  law  which 
was  opposed  by  some  of  the  employers  in  that  state  on 
the  ground  that  it  would  increase  the  cost  of  employers' 
liability  and  workmen's  compensation  insurance  com- 
bined, has  characterized  as  "  singularly  imwise  "  the 
action  of  liability  insurance  companies  in  advancing  rates 
on  risks  in  that  territory.  As  a  student  of  all  that  makes 
for  civilization,  his  experience,  ability  and  position  com- 
mand serious  consideration  for  any  opinion  he  may 
express  in  this  connection.  This  is  not  saying  that  his 
conclusions  may  not  be  singularly  inexact.  In  addition 
to  the  opinion  already  quoted,  he  goes  further  and  ob- 
serves that  it  may  be  necessary  for  his  state  to  provide 
a  system  of  state  insurance.    Let  us  examine  his  position. 

We  may  fairly  assume  that  when  the  new  law  went 
into  practical  operation,  he  expected  that  under  it,  more 
injured  workmen  would  receive  compensation  from  their 
employers  than  theretofore. 

If  this  is  not  so — ^if  this  new  law — if  other  laws  like 
them — do  not  result  in  greater  compensation  to  injured 
workmen  and  their  dependents,  then  they  do  not  accom- 
plish what  their  sponsors  claim  for  them  and  the  laboring 
men  have  been  fooled  by  their  friends. 

Again,  if  they  do  put  more  money  into  the  pockets  of 
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injured  workmen,  that  money  must  come  out  of  the  pock- 
ets of  employers.  In  turn,  the  latter  pass  the  burden 
on  to  the  liability  insurance  companies.  The  loss  ac- 
counts of  the  latter  are  increased  and  rates  inevitably 
rise.    The  operation  is  automatic. 

How  did  our  economist  presume  the  increased  cost 
would  be  met?  Did  he  expect  companies  to  maintain  the 
old  rates,  without  regard  to  the  difference  in  loss  ratio? 
We  cannot  think  so.  He  knew  that  an  increase  in  rates 
must  be  inevitable.  What,  then,  is  the  basis  of  his  de- 
claration that  the  increase  is  an  evidence  of  a  lack  of 
wisdom? 

Certainly,  he  cannot  have  greater  knowledge  than  in- 
surance underwriters  themselves  as  respects  what  it  is 
likely  to  cost  insurance  companies  to  insure  employers 
against  their  liability  for  accidents  to  workmen. 
He  has  no  information  on  this  subject  which  is  not  readily 
accessible  to  every  underwriter  in  the  land.  It  appears, 
therefore,  that  in  this  particular  instance  he  has  reached 
a  conclusion  on  ex-parte  evidence. 

Insurance  companies  have  had  nothing  to  do  with  the 
enactment  of  new  workmen's  compensation  laws.  Their 
duty  consists  simply  in  conforming  their  practice  to  such 
laws  after  they  are  enacted. 

In  making  calculations  to  fit  these  new  conditions,  lia- 
bility insurance  underwriters  have  used  the  data  at  their 
command  and  the  knowledge  founded  on  their  experience 
in  an  endeavor  to  name  premium  rates  which  will  prove 
fair  to  the  insurer  and  the  insured.  They  are  forced  to 
realize  that  they  cannot  long  charge  rates  which  are 
either  too  high  or  too  low:  competition  will  defeat  the 
first ;  the  demands  for  solvency  will  prevent  the  latter. 

The  laws  require  stock  liability  insurance  companies  to 
maintain  deposits  and  many  kinds  of  reserves  for  the 
protection  of  policyholders  everywhere — deposits  as  con- 
ditions precedent  to  doing  business  in  some  states,  re- 
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serves  for  unearned  premiums,  reserves  for  claims  and 
suits  based  on  notices  of  accidents,  claim  (or  loss)  re- 
serves, the  latter  difficult  to  compute  and,  heretofore, 
generally  inadequate.  » 

It  is  unnecessary  here  to  recapitulate  the  many  suc- 
cessful efforts  made  by  imderwriters  and  insurance  com- 
missioners to  ascertain  the  proper  amount  of  funds  to  be 
reserved  for  claims.  Up  to  within  very  recent  years,  all 
the  estimates  made  have  resulted  in  deficiencies,  indicat- 
ing that  the  premium  rates  on  which  they  were  based 
were  insufficient.  As  these  facts  became  apparent  from 
time  to  time,  the  fundamental  defects  were  remedied. 
Finally,  some  of  the  state  departments  ruled  on  the  ques- 
tion, and  laws  (differing  somewhat  in  detail  but  all  aim- 
ing at  the  preservation  of  corporate  solvency  in  the 
interest  of  the  insured)  were  enacted,  entailing  another 
advance  in  both  rates  and  reserves.  A  little  later  a  joint 
committee  of  state  insurance  officials  and  liability  insur- 
ance underwriters  prepared  a  draft  for  an  entirely  new 
law  concerning  claim  reserves,  and  the  states  of  New 
York,  Connecticut,  Georgia,  Massachusetts,  Ohio,  Minne- 
sota and  Washington  adopted  this  law.  Now  it  will  be 
necessary  for  companies  to  reserve  for  claims  a  greater 
amount  than  before.  When,  in  addition,  a  state  very 
greatly  increases  the  liability  of  employers  for  accidents 
to  workmen,  then  the  insurance  company  manager  who 
does  not  very  greatly  increase  his  premium  rates  is  un- 
worthy of  his  position. 

It  must  be  remembered  that  losses  mature  for  final 
payment  more  slowly  in  liability  than  in  any  other  branch 
of  insurance.  A  workman  may  sustain  an  accidental 
bodily  injury  which  appears  to  be  insignificant,  and  with- 
out inconvenience  he  keeps  at  work  for  the  same  em- 
ployer for  years,  and  then  is  discharged;  and  then  the 
injury  becomes  serious  and  then  (if  the  statute  of  limita- 
tions will  permit)  a  suit  for  damages  is  brought  against 
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the  employer.  Sometimes  an  injury  does  not  really 
amount  to  anything  worth  while  until  the  right  lawyer 
gets  in  touch  with  the  injured  person,  and  then  it  has 
a  commercial  value — and  a  suit  for  damages  against  the 
employer  follows.  The  person  injured  may  be  a  minor 
and  no  one  who  is  authorized  to  bring  suit  considers 
that  the  injury  lessens  in  the  slightest  degree  the  earning 
power  of  the  one  injured.  But  when  the  minor  attains 
legal  age,  he  thinks  differently,  and  sues  his  old  employer 
for  damages.  Delayed  claims  and  suits  of  workmen 
for  damages  arising  from  bodily  injuries  are  a  source  of 
great  cost  to  every  liability  insurance  company.  The 
insurance  company  must  keep  "  in  touch  "  with  every 
accident  reported  until  it  is  settled  or  outlawed. 

The  following  cases  are  cited  as  illustrative  of  the 
grave  uncertainties  inherent  in  this  form  of  indemnity: 

Gerard  B.  Allen  &  Co.  were  proprietors  of  a  machine 
shop  in  St.  Louis.  In  1872  Patrick  Dowling,  a  boy,  was 
in  the  employ  of  the  firm.  One  day,  while  Dowling  was 
passing  from  one  part  to  another  of  the  machine  shop, 
his  trousers  became  caught  in  a  revolving  set-screw  and 
his.  leg  was  drawn  into  the  shafting,  causing  injuries 
which  resulted  in  the  loss  of  his  leg. 

Three  years  later  (1875)  Dowling  brought  suit  against 
his  employers,  Allen  &  Co.,  for  damages.  At  the  first 
trial  the  court  non-suited  Dowling. 

Dowling 's  lawyers  appealed  to  the  St.  Louis  Court  of 
Appeals,  where  the  case  was  ordered  to  be  tried  again 
(6  Mo.  App.,  195).  From  this  decision  Allen  &  Co.  ap- 
pealed to  the  Supreme  Court  of  Missouri,  but  the  deci- 
sion of  the  St.  Louis  Court  of  Appeals  was  affirmed  and 
the  case  was  ordered  to  be  retried  in  the  Circuit  Court  of 
St.  Louis  (74  Mo.,  13). 

The  case  was,  therefore,  retried  in  1882,  ten  years 
having  passed  since  the  accident  happened. 

At  the  second  trial  Dowling  recovered  a  verdict  for 
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$10,000,  from  which  an  appeal  was  taken  by  Allen  &  Co. 
to  the  Supreme  Court  of  Missouri,  which  ordered  another 
trial  (88  Mo.,  293.) 

The  third  trial  took  place  in  1886.  At  this  trial 
Bowling  recovered  a  verdict  for  $12,000.  Again  Allen  & 
Co.  appealed.  The  legal  arguments  continued  until 
1890,  eighteen  years  after  the  accident.  This  time 
Dowling  was  successful  in  the  Appellate  Court,  and  the 
judgment  for  $12,000  and  costs,  which  were  very  heavy, 
was  affirmed  (102  Mo.,  213). 

The  final  decision  of  the  court  was  promulgated  in 
1890,  nearly  nineteen  years  after  the  accident,  and 
Allen  &  Co.  were  obliged  to  pay  a  judgment  of  $12,000, 
with  interest  at  six  per  cent,  from  1886,  amounting  to 
nearly  $3,000,  together  with  all  costs  of  the  three  trials 
in  the  Circuit  Court  and  the  three  appeals  in  the  various 
Appellate  Courts,  in  addition  to  the  fees  of  their  lawyers, 
of  whom  two  sets  had  been  employed. 

Dowling  was  thirty- six  years  old,  married  and  the 
father  of  three  children  when  he  finally  received  "  dam- 
ages "  for  the  injury  and  it  is  safe  to  say  that  Allen  & 
Co.  spent  fully  $5,000  for  court  costs,  printing  briefs, 
transcripts  of  the  testimony,  lawyers'  fees  and  other 
legal  expenses,  so  that  their  experience  with  Dowling 
could  not  have  cost  them  much,  if  anything,  less  than 
$20,000. 

The  testimony  regarding  the  boy's  experience,  his 
knowledge  of  the  danger  of  getting  near  the  set- screw, 
and  the  foreman's  instructions  to  Dowling,  were  conflict- 
ing, and  the  witnesses  for  Allen  &  Co.,  including  the 
foreman  and  many  others,  flatly  denied  Dowling 's  story, 
but  the  jury  nevertheless  chose  to  believe  him  and  the 
result  was  as  above  set  forth. 

Similar  instances  are  not  infrequent.  It  requires  no 
laborious  search  through  the  reports  of  the  appellate 
courts  to  find  them. 
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Allen  &  Co.  did  not  carry  liability  insurance,  but  the 
illustration  still  holds  good,  except  that  perhaps  an  insur- 
ance company  would  have  terminated  the  litigation 
earlier — or  settled  with  Dowling  without  litigation. 
When  an  employer  is  in  direct  litigation  with  his  work- 
man he  is  often  governed  by  strong  prejudice  and  pas- 
sion; that  is,  he  feels  keenly  a  personal  injustice.  In- 
surance companies  deal  with  such  things  impersonally, 
calmly  and  dispassionately. 

Such  cases  may  fairly  be  cited  as  showing  that  there  is 
need  for  changing  our  employers'  liability  laws  to  the 
end  that  swifter  justice  may  be  given  to  injured  work- 
men ;  but  they  also  clearly  demonstrate  the  need  of  much 
experience  and  great  technical  knowledge  in  fixing  in 
advance  adequate  premium  rates  for  employers'  liability 
insurance,  and  the  difficulty  is  certainly  not  decreased 
by  the  enactment  of  workmen's  compensation  laws. 

Cases  such  as  this  also  prove  that  the  State  cannot  go 
into  the  business  of  liability  insurance  tentatively;  that 
if  the  State  once  takes  hold  of  that  business  it  will  be 
practically  impossible  to  let  go.  The  State  cannot  "  try 
it  on  to  see  how  it  will  go."  If  it  puts  it  on,  it  cannot 
easily  take  it  off. 

To  illustrate  still  further  the  deceptive  character  of 
liability  insurance  to  the  inexperienced  or  uninformed, 
and  as  additional  evidence  that  insurance  losses  of  this 
character  mature  slowly,  a  leaf  is  taken  from  the  exper- 
ience of  the  United  States  Casualty  Company : 

During  1901  the  United  States  Casualty  Company  in- 
sured a  certain  number  of  policyholders  against  their 
liability  for  damages  arising  from  accidents.  The  poli- 
cies ran  for  one  year.  The  total  premiums  represented 
a  certain  amount.  The  company  paid  out  for  claims 
under  those  policies  during  that  same  year  (1901)  11.07 
per  cent,  of  the  total  premiums  received.  That  is,  at  the 
end  of  the  year  the  company  had  on  hand  88.93  per  cent. 
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(less  expenses  of  administration)  of  the  total  prenaiums 
received. 

This,  considering  only  the  losses  paid  the  first  year, 
would  probably  have  looked  like  a  highly  profitable  busi- 
ness to  the  advocate  of  lower  premium  rates.    But  wait : 

During  the  next  year  (1902)  the  company  paid  out  an 
additional  25.97  per  cent,  of  those  1901  premiums  under 
those  1901  policies,  for  claims  arising  from  accidents 
happening  while  those  same  policies  were  in  force.  Dur- 
ing the  next  year  (1903)  the  company  paid  out  an  addi- 
tional 12.67  per  cent,  of  those  1901  premiums  under  those 
1901  policies,  for  claims  arising  from  accidents  happen- 
ing while  those  same  policies  were  in  force.  During  1904, 
7.96  per  cent,  was  added  to  the  loss  ratio  in  the  same  way. 
During  1905,  2.56  per  cent,  was  added  to  the  loss  ratio 
in  the  same  way.  All  this  converted  a  loss  ratio  of  11.07 
per  cent,  at  the  end  of  the  first  year  (100  per  cent,  re- 
ceived in  premiums  and  11.07  per  cent,  paid  in  losses) 
into  a  60.23  per  cent,  loss  ratio  at  the  end  of  the  fifth  year 
(100  per  cent,  received  in  premiums  and  60.23  per  cent, 
paid  in  losses)  and  the  United  States  Casualty  Company 
is  still  paying  claims  under  those  1901  policies. 

There  is  nothing  unusual  about  the  above  illustration. 
One  of  the  smaller  casualty  insurance  companies  had  a 
loss  ratio  at  the  end  of  1899  of  11.32  per  cent,  on  its  1899 
premiums  for  liability  insurance;  its  loss  ratio  on  those 
1899  premiums  had  climbed  to  77.34  per  cent,  at  the  end 
of  the  fifth  year,  and  it  is  still  paying  losses  on  those  same 
premiums.  Its  1900  premiums  began  with  a  loss  ratio  of 
13.50  per  cent,  the  first  year,  reached  73.08  at  the  end  of 
the  fifth  year,  and  not  all  the  claims  against  those  1900 
premiums  have  yet  been  settled. 

A  large  foreign  casualty  insurance  company  (doing 
business  in  this  country),  began  the  year  1901  with  a 
loss  ratio  of  7.38  per  cent,  on  that  year's  premiums,  had 
paid  out  for  losses  at  the  end  of  the  fifth  year  70.03  per 
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cent,  of  its  1901  premium  income,  and  is  still  paying 
losses  on  that  year's  premimns. 

One  of  the  oldest  and  largest  American  casualty  insur- 
ance companies  paid  out  for  claims  during  1901,  on  ac- 
count of  the  liability  policies  it  issued  that  year,  6.83  per 
cent  of  its  total  premiums  for  those  policies.  It  kept  on 
paying  claims  under  those  same  policies  until  at  the  end 
of  the  fifth  year  it  had  paid  out  for  claims  61.02  per  cent, 
and  it  is  still  paying  claims  arising  under  those  same 
policies. 

Here  is  one  company's  record  at  the  end  of  such  five- 
year  period  for  five  such  periods. 

1897-1902 64.72  per  cent. 

1898-1903 55.77  per  cent. 

1899-1904 82.33  per  cent. 

1900-1905 50.51  per  cent. 

1901-1906 59.60  per  cent. 

Turning  our  attention  to  the  alternative  offered  by  the 
statesman  quoted:  Suppose  the  State  does  go  into  the 
business  of  liability  insurance.  Let  us  cross-examine 
the  sponsor  for  state  insurance  for  the  light  it  will  yield 
us: 

Who  will  run  the  state  company  (or  department)  ? 
Will  all  stock  companies  be  driven  out  and  the  State  be 
given  a  monopoly?  Or  will  the  State  merely  become  a 
competitor  of  the  stock  companies'?  In  either  event,  who 
will  fix  the  premium  rates  to  be  charged  by  the  State,  and 
what  will  be  the  basis  of  calculation?  How  will  the  state 
department  or  bureau  determine  the  amount  to  be  paid 
to  each  particular  injured  employee?  Who  will  have  the 
last  say?  Will  state  adjusters  have  power  to  "  com- 
promise "  claims,  or  must  each  go  through  the  courts, 
to  eliminate  frauds?  Is  there  any  method  (whether 
under  a  workmen's  compensation  law  or  otherwise) 
whereby  a  definite  sum  can  be  fixed  for  every  conceivable 
injury?   If  all  the  premiums  received  by  the  State  are  not 
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suflScient  to  pay  all  the  losses,  who  will  pay  the  differ- 
ence? The  taxpayers  at  large,  irrespective  of  whether 
or  not  any  particular  taxpayer  is  insured!  Would  this 
be  just  to  the  taxpayers'?  If  all  the  premiums  received 
by  the  State  are  not  sufficient  to  pay  all  the  losses,  will  the 
employers  who  are  insured  be  assessed  from  time  to  time 
for  more  premiums'?  If  so,  what  about  the  employer  who 
pays  an  initial  premium  and  then  goes  out  of  business, 
becomes  insolvent  or  dies — who  makes  up  for  him'? 

What  advantage  has  the  State  over  a  private  corpor- 
ation as  respects  management  expenses,  unless  it  be  in 
the  saving  of  agents*  commissions?  Conceding  that  the 
State  can  do  away  with  agents'  commissions,  will  it  not 
cost  just  as  much  to  send  competent  men  to  employers 
to  arrange  for  the  insurance? 

The  stock  company  underwriter  has  authority  to  ad- 
just everything  to  fit  the  needs  of  each  insured.  How 
would  the  State  arrange  this? 

And  who  will  audit  for  the  State  the  payrolls  of  the  as- 
sured? And  who  will  settle  disputes  over  the  correct- 
ness of  the  audits? 

When  the  State  has  fixed  its  premium  rates,  how  will  it 
know  whether  they  are  adequate  until  all  the  claims  for 
accidents  happening  while  the  insurance  was  in  force 
have  been  settled  or  outlawed? 

And  will  the  actuaries,  underwriters,  claim  adjusters 
and  clerical  force  aU  change  every  time  the  State  changes 
its  politics?  Will  a  big  employer  of  labor,  with  a  big 
political  following,  be  permitted  to  name  one  of  the  un- 
derwriters, and  will  such  underwriter  feel  under  obliga- 
tion to  name  a  low  rate  to  such  employer  ? 

Will  the  State  be  able  to  get  as  competent  managers 
and  employes  as  the  insurance  companies  ? 

Aside  from  agents'  commissions,  is  it  reasonable  to 
suppose  that  the  State  can  conduct  the  business  as  eco- 
nomically and  as  efficiently  as  insurance  companies  ?  And 
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will  salaried  state  negotiators  cost  less  per  doUar  of 
premium  than  company  commission  agents'? 

When  an  employer  insures  against  accidents  to  Hs 
employees,  lie  usually  also  insures  against  accidents  to 
other  persons — the  public.  The  owner  of  an  establish- 
ment may  be  liable  for  damages  to  any  person,  whether 
an  employee  or  not,  who  sustains  a  bodily  injury  on  or 
about  his  premises.  The  prudent  owner  takes  out  public 
liability  insurance  as  well  as  employers'  liability  insur- 
ance. Both  hazards  are  often  covered  in  one  policy.  The 
two  hazards  are  closely  interwoven.  Will  the  average 
insured  split  his  insurance,  giving  one  piece  to  the  State 
and  the  other  piece  to  a  stock  company? 

Many  contractors  carry  on  operations  in  two  or  more 
states.  Many  manufacturers  send  their  products  all 
over  the  country  and  send  their  own  men  along  to  install 
them.  If  such  contractors  and  manufacturers  were  in- 
sured by  the  State,  of  what  value  would  the  insurance  be 
when  the  insured  were  operating  outside  of  the  state? 

If  the  state  company  were  given  a  monopoly  of  the 
business  in  its  own  state,  would  it  insure  a  concern  of 
another  state  while  carrying  on  operations  in  its  state? 

Self-interest  is  a  tremendous  motive  in  connection  with 
the  discharge  of  any  duty.  Would  not  the  proper  kind  of 
self-interest  be  entirely  absent  in  the  work  of  the  govern- 
mental ofi&cials  who  would  be  selected  for  duties  of  this 
nature?  Its  presence  in  the  servants  of  stock  companies 
is  plainly  apparent.  State  company  officials  will  be 
selected  by  politicians  and  will  themselves  be  politicians. 
They  can  hardly  be  expected  not  to  embrace  the  oppor- 
tunity to  become  personally  popular  through  liberal  ex- 
penditures. They  will  have  no  personal  interest  in  pre- 
venting payments  to  unreasonable  and  fraudulent  claim- 
ants. 

Stock  company  officials  are  selected,  retained  and  pro- 
moted on  their  merits. 
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Finally,  I  do  not  believe  that  any  state  can  obtaia  the 
services  of  the  army  of  competent  men  required  to  con- 
duct successfully  a  large  liability  insurance  company. 
Those  having  the  necessary  technical  and  practical 
knowledge  would  not  accept  a  state  position — they  would 
leave  such  insecure  positions  for  the  politicians  and  their 
followers. 

I  would  suggest  to  the  governor  who  thinks  the  stock 
companies  unwise  in  the  efforts  they  are  making  to  pro- 
tect their  funds  against  dissipation  due  to  one  of  his  stat- 
utory theories  that,  instead  of  encumbering  the  govern- 
mental machinery  of  his  commonwealth  with  a  paternal 
scheme,  he  adopt  a  simpler  method.  If  he  really  believes 
that  the  company  rates  are  unreasonably  high  and  pro- 
ductive of  inordinate  profits,  he  can  defeat  the  effort  and 
secure  speedier  relief  by  enlisting  the  assistance  of  his 
monied  friends  in  organizing  a  company  of  their  own. 
Such  an  enterprise  could  be  put  under  way  in  a  few 
weeks.  It  requires  nothing  except  money  to  start.  All 
legal  requirements  are  met  by  sufficient  capital. 

The  very  best  argument  against  state  liability  insur- 
ance after  aU  is  to  be  found  in  the  experience  of  those 
who  have  tried  it.  For  twenty  years  Dr.  Ferdinand 
Friedensburg  was  officially  connected  with  and  for  sev- 
eral years  President  of  the  Senate  of  the  Imperial  Insur- 
ance Office  of  the  G-erman  Empire. 

Dr.  Friedensburg  has  issued  a  pamphlet  calling  atten- 
tion to  the  abuses  of  German  state  employers'  liability 
insurance  as  it  has  worked  out  in  practice.  He  does  not 
condemn  the  underlying  principles  of  workmen's  com- 
pensation for  accidents,  but  he  says  that  charity  crept 
in  and  corrupted  the  system  at  the  beginning;  that 
"  workmen  very  soon  got  accustomed  to  bringing  their 
complaints,  doubts,  and  claims  of  all  natures  whatsoever 
to  the  Imperial  Insurance  Office,  often  without  appealing 
to  any  intermediate  instance  ";  that  the  Imperial  Insur- 
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ance  Office,  which  is  intended  to  handle  questions  of  law, 
is  overburdened  with  frivolous  and  unfounded  claims; 
that  "  the  expenses  of  the  system  continued  to  grow  as 
the  force  required  increased";  that  "the  number  of 
officials  in  the  Imperial  Insurance  Office  has  multiplied 
in  tune  with  the  ever- waxing  burden  of  work  ";  that 
"  .  .  .  .  the  number  of  accidents  grows  with  monstrous 
speed  ";  that  "  in  1886,  100,159  accidents  were  reported 
and  10,540  (10  per  cent.)  compensated,  in  1908,  662,321 
accidents  were  reported  and  142,965  (21  per  cent.)  com- 
pensated ";  that  "  often  an  accident  is  sought  for  and 
arranged";  that  sometimes  a  chronically  sick  man 
swears  that  his  old  illness  is  the  result  of  a  recent  acci- 
dent and  gets  consequential  help ;  that  '  *  the  communal 
chiefs  act  entirely  under  the  belief  that  they  ought  to 
help  their  local  residents,  ...  as  a  result  of  the  common 
opinion  that  the  insurance  funds  have  more  money  than 
they  know  what  to  do  with,  and  this  idea  strikingly 
deadens  the  conception  of  legality  and  love  for  the 
truth  ";  that  "  naturally  the  universal  laxity,  the  pay- 
ment of  unjustified  claims,  and  the  extravagance  prac- 
ticed in  equipping  hospitals  and  sanatoria  impair  the 
integrity  of  the  insurance  fimds  ";  that  "  employers  do 
all  that  is  possible  to  escape  their  burdens,  which  they 
feel  to  be  unjust,  and  in  vain  enormous  sums  are  annually 
exacted  from  them  in  fines  ";  that  "  .  .  .  .  industrial 
unions  and  insurance  institutions  .  .  .  have  been  re- 
peatedly on  the  brink  of  bankruptcy." 

Dr.  Friedensburg  points  out  that  the  excessive  cost  of 
the  insurance  system,  which  is  one  result  of  the  degrada- 
tion of  the  system  into  charity,  is  complained  of  by  em- 
ployers, and  that  state  insurance,  therefore,  reacts  in- 
juriously upon  Germany's  industry. 

He  says :  "  As  a  result  of  the  cost  of  insurance,  which 
has  gradually  become  monstrous,  .  .  .  German  industry 
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is  put  at  a  disadvantage  and  is  hampered  to  the  extreme 
in  its  competition  with  foreigners." 

Indeed,  Dr.  Friedensburg  makes  the  astounding  state- 
ment that  the  German  system  of  workmen's  compensa- 
tion is  held  responsible  for  the  marked  rise  in  prices 
which  is  felt  to  be  oppressive  by  all  classes  of  the  German 
population. 

Liability  insurance  companies  in  this  country  now  have 
the  necessary  organizations  to  care  properly,  on  behalf 
of  employers  and  others,  for  claims  for  damages  and  com- 
pensation arising  from  accidental  bodily  injuries. 

The  clumsy,  unwieldy,  red-tape,  extravagant,  and 
politically-changing  State  certainly  is  not  now  and  pre- 
sumably never  will  be  properly  equipped  to  do  this  work 
satisfactorily. 

This  nation  of  ours  is  divided  into  half  a  hundred  sov- 
ereign states,  each  with  power  to  make  laws  to  govern  all 
the  liability  insurance  companies  now  doing  business  as 
well  as  those  companies  which  may  hereafter  enter  the 
field.  This  power,  properly  exercised,  ought  to  prove 
more  effective  than  state  insurance,  subject,  as  that  must 
be,  to  political  influence  and  the  fluctuating  fortunes  of 
political  parties.  Liability  insurance  is  a  science.  The 
practice  thereof  does  not  easily  lend  itself  to  the  ordinary 
abilities  of  the  ward  politician  and  the  party  boss.  As 
things  now  are,  state  governments  are  dominated  by  men 
who  have  had  no  experience  whatsoever  in  this  compli- 
cated business.  An  experience  with  state  insurance 
under  such  conditions  cannot  fail  to  prove  expensive  to 
the  people  generally  even  though  a  few  persons  may  be 
unduly  benefited. 


WORKMEN'S  COMPENSATION 
By  Stanley  L.  Otis 

The  principle  of  workmen's  compensation  is  based  on 
the  theory  that  a  workman  injured  in  the  course  of  his 
employment  is  entitled  to  some  remuneration  for  his 
physical  suffering  and  financial  loss  without  regard  to 
fault.  This  is  in  contradistinction  to  the  system  of  em- 
ployers' liability  which  is  based  upon  the  negligence  (or 
fault)  of  the  employer. 

Under  this  scheme  of  compensation  for  work-accidents, 
the  doctrines  of  contributory  negligence,  assumption  of 
risk,  and  fellow  servant  rule  have  no  place.  Immediately 
an  industrial  worker  becomes  incapacitated  through  in- 
jury received  in  the  line  of  his  duty  or  the  course  of  his 
employment,  a  certain  compensation  provided  by  law  is 
assured  him;  the  only  exception  being  when  the  injury 
is  caused  by  the  serious  and  wilful  misconduct  of  the 
workman.  In  such  cases  the  compensation  is  usually 
disallowed  imless  the  injury  results  in  death  or  serious 
and  permanent  disablement. 

To  Germany  belongs  the  credit  of  first  introducing  the 
system  of  workmen's  compensation.  It  was  brought 
about  primarily  by  the  vast  changes  which  had  taken 
place  in  industrial  conditions,  especially  the  growth  and 
development  of  the  factory  system.  These  changed  rela- 
tions between  the  employer  and  workman  fostered  and 
aided  the  socialistic  movement,  particularly  among  the 
working  classes.  To  check  and  discourage  socialism. 
Emperor  William  I,  at  the  suggestion  of  Bismarck,  sent 
his  famous  message  to  the  Eeichstag  of  November  17, 
1881,  which  reads  in  part : 
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* '  Already  in  February  of  this  year  we  have  expressed 
our  conviction  that  the  cure  for  social  ills  is  to  be  sought 
not  exclusively  in  the  repression  of  social  democratic 
excesses,  but  likewise  in  the  positive  promotion  of  the 
laborers'  welfare.  We  consider  it  our  imperial  duty 
warmly  to  recommend  these  tasks  again  to  the  Beichstag, 
and  we  should  look  back  with  greater  satisfaction  on  all 
successes  with  which  God  has  visibly  blessed  our  govern- 
ment if  we  could  once  take  with  us  the  consciousness  of 
leaving  behind  us  to  the  Fatherland  new  and  lasting 
pledges  of  its  internal  peace,  and  to  the  needy,  greater 
certainty  and  abundance  of  the  assistance  to  which  they 
have  claim.  In  our  endeavors  directed  to  this  point  we 
are  sure  of  the  agreement  of  all  allied  governments,  and, 
we  trust,  in  the  support  of  the  Beichstag  without  differ- 
ence of  party  position. 

"  With  this  intention  the  draught  of  an  act  upon  the 
insurance  of  workmen  against  accidents  in  factories,  laid 
before  the  allied  governments  in  the  previous  session,  will 
be  subject  to  a  change,  with  regard  to  the  negotiations  in 
the  Beichstag  upon  the  same,  in  order  to  prepare  for 
renewed  deliberation  upon  it.  A  supplementary  bill  will 
be  issued  for  the  uniform  organization  of  the  industrial 
sick  associations.  But  those  also  who  are  disabled  from 
work  by  age  or  invalidity  have  a  weU  grounded  claim  to 
greater  care  from  the  state  than  has  hitherto  been  their 
share. 

"  To  find  the  proper  means  for  such  care  is  a  difficult 
but  also  one  of  the  highest  tasks  of  every  community 
which  rests  upon  the  moral  foundations  of  a  common 
Christian  life.  A  stronger  reliance  on  the  natural 
strength  of  this  social  life  and  spirit  and  their  organiza- 
tion in  the  form  of  corporate  societies  under  the  pro- 
tection and  favor  of  the  state,  will  we  hope  furnish  the 
solution  of  other  problems  for  which  the  force  of  the  state 
alone  would  not  in  the  same  degree  suffice." 

The  result  was  the  passage  first  of  a  sickness  insurance 
bill  providing  for  accidents  during  the  first  thirteen 
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weeks  of  disability,  and  second,  a  compulsory  accident 
insurance  bill  providing  for  mutual  associations  of  em- 
ployers including  all  the  establislmients  in  one  brancb 
of  industry  or  group  of  industries.  The  sickness  insur- 
ance bill  was  passed  June  15,  1883,  and  became  eifective 
December  1,  1884.  The  compulsory  accident  insurance 
bill  was  passed  July  6, 1884,  and  became  effective  October 
1,  1885.  In  the  beginning  the  compulsory  insurance  law 
applied  only  to  the  more  hazardous  industries,  but  was 
rapidly  extended  to  cover  other  and  less  dangerous 
trades,  until  today  practically  every  workman  is  covered 
under  the  law.  In  1900  a  general  revision  of  the  law  was 
made  and  the  various  industries  are  now  separated  into 
the  divisions,  (a)  general  industries,  (fe)  building  trades, 
(c)  navigation,  (d)  agriculture.  Each  division  has  its 
own  type  of  organization  and  administration.  These 
divisions  embrace  sixty-six  industrial  associations  and 
forty-eight  associations  for  agriculture. 

Immediately  an  employer  begins  the  manufacture  of 
goods  or  commences  other  work,  he  becomes  by  law  a 
member  of  one  of  these  associations  and  liable  for  all  its 
past  indebtedness  as  well  as  its  current  losses.  The 
unpaid  and  maturing  losses  of  other  employers  who  have 
failed  or  retired  from  business  are  assumed  by  the  re- 
maining members  and  all  assessments  are  collectible  if 
need  be  by  the  government  the  same  as  taxes. 

No  compensation  to  the  workman  injured  in  the  course 
of  his  employment  is  paid  for  the  first  thirteen  weeks  by 
these  mutual  associations  of  employers.  During  that 
period  payments  are  provided  for  by  the  sickness  insur- 
ance organizations.  After  thirteen  weeks  known  aa 
"  waiting  time  "  the  compensation  paid  by  the  mutual 
employers  associations  is  as  follows:  Compensation  for 
death,  (a)  funeral  benefits  of  one-fifteenth  of  annual 
wages  of  deceased  but  not  less  than  $11.90;  (fc)  pensions 
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to  dependent  heirs  not  exceeding  60  per  cent,  of  annual 
wages  of  the  deceased;  (c)  if  the  annual  wages  exceed 
$357,  only  one-third  of  excess  is  considered  in  computing 
pensions.  Compensation  for  disability:  (a)  free  medi- 
cal and  surgical  treatment  after  thirteen  weeks;  (b)  after 
thirteen  weeks  66  2/3  per  cent,  of  annual  wages ;  (c)  for 
complete  helplessness  necessitating  attendance,  payments 
may  be  increased  to  100  per  cent,  of  annual  wages;  {d) 
for  partial  disability  a  corresponding  reduction  in  pay- 
ments; (e)  if  annual  wages  exceed  $357,  only  one- third 
of  excess  is  considered  in  computing  pensions. 

The  money  to  meet  these  payments  is  advanced  by  the 
government  and  at  the  end  of  the  year  the  associations 
apportion  the  cost  of  repaying  same  among  their  mem- 
bers. 

The  government  furnishes  without  charge  the  services 
of  the  post  office  and  of  certain  supervisory  officials,  and 
defrays  the  expenses  of  litigation  due  to  the  many 
appeals  taken  to  the  higher  courts  and  the  Imperial  In- 
surance Office. 

For  determining  the  premiums  due  from  employers 
the  plan  followed  is  the  assessment  one ;  only  the  money 
needed  to  make  the  immediate  payments  being  collected 
— except  a  sum  fixed  by  the  government  for  the  purpose 
of  creating  a  contingency  reserve.  The  rates  are  not 
sufficient  to  enable  the  present  value  of  the  money 
needed  to  make  the  future  payments  to  be  set  aside  as  a 
reserve.  There  is,  therefore,  a  constantly  increasing  cost 
to  employers  and  will  be  for  some  years  before  stability 
of  payment  is  reached. 

In  Great  Britain,  as  was  the  case  in  Germany,  em- 
ployers' liability  laws  preceded  workmen's  compensation 
acts,  only  in  Great  Britain  the  adoption  of  the  principle 
of  workmen's  compensation  did  not  come  until  a  later 
date. 
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The  first  British  workmen's  compensation  act  was 
passed  in  1897  and  covered  employment  in  factories  and 
dangerous  trades.  Speaking  in  the  House  of  Lords  on 
the  20th  of  July,  1897,  Lord  Salisbury  said: 

"  To  my  mind  the  great  attraction  of  this  bill  is  that 
I  believe  it  will  turn  out  a  great  machinery  for  the  saving 
of  life.  This  is  the  real  history  of  this  law  of  compensa- 
tion. The  law  of  compensation  at  the  beginning  of  the 
century  was  taken  up  by  the  juries,  and  instead  of  com- 
pensation for  the  real  injury  incurred  being  given,  it  was 
used  by  them  as  a  punitive  instrument  to  force  these  great 
owners  and  railway  companies  to  strain  their  efforts 
to  the  utmost  in  avoiding  and  preventing  the  accidents, 
which  at  one  time  were  so  numerous.  It  has  been  very 
successful  as  far  as  regards  the  ordinary  passenger  or 
ordinary  citizen,  but  the  law  of  common  employment  has 
damaged  its  efficacy  as  regards  the  workingman.  We  are 
now  by  wise  and  general  revision  of  the  principle  on 
which  the  law  rests  applying  it  for  the  purpose  for  which 
it  was  originally  destined,  and  for  which  it  has  been  con- 
veniently and  most  profitably  employed,  the  purpose  of 
forcing  all  who,  by  the  process  of  industry  or  the  accident 
of  their  position,  have  the  lives  of  their  fellow  men  in 
their  powb/ — forcing  them  to  spare  neither  labor  nor 
ingenuity  nor  money  in  making  our  industries  as  safe  as 
possible  to  those  by  whom  they  are  carried  on." 

The  act  was  amended  in  1900  and  a  new  act  known  as 
the  Workmen's  Compensation  Act  of  1906  was  passed 
December  21, 1906,  and  became  effective  July  1,  1907. 

Under  this  act  practically  all  occupations  are  covered 
including  domestic  servants  and  farm  laborers.  The  act 
also  covers  certain  occupational  diseases,  and  retains  the 
common  law  liability  of  the  employer  as  well  as  that 
imposed  on  him  by  the  employers '  liability  act  of  1880. 

Compensation  is  paid  beginning  with  the  first  week 
except  if  the  incapacity  last  less  than  two  weeks  no 
payment  is  required  for  the  first  week.    The  scale  of  com- 
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pensation  is  as  follows:  Compensation  for  death,  (a)  a 
sum  equal  to  three  years '  wages,  but  not  less  than  $729.98 
nor  more  than  $1,459.95,  to  those  entirely  dependent  on 
earnings  of  deceased;  (fe)  to  those  partially  dependent,  a 
sum  less  than  above  amount  as  determined;  (c)  if  no 
dependents,  reasonable  expenses  of  medical  attendance 
and  burial  not  exceeding  $48.67.  Compensation  for 
disability:  (a)  a  weekly  payment  during  incapacity  of  50 
per  cent,  of  weekly  wages  not  exceeding  $4.87  per  week; 
{b)  a  weekly  payment  during  partial  disability  not  ex- 
ceeding the  difference  between  employee's  wages  before 
injury  and  wages  after  injury. 

In  Great  Britain  insurance  is  voluntary  and  the  em- 
ployer may  insure  his  liability  in  a  stock  company,  mu- 
tual employers'  association,  or  under  certain  conditions 
in  one  of  the  friendly  societies. 

The  insurance  is  largely  placed  with  the  stock  compa- 
nies whose  initial  rates  in  many  instances  proved  inade- 
quate for  the  safe  conduct  of  the  business.  It  therefore 
became  necessary  to  largely  increase  the  rates  first  put 
out  for  this  form  of  insurance.  The  present  rates  are  not 
sufficient  to  save  the  insurance  companies  from  loss. 

The  insurance  companies  are  required  to  deposit 
statements  with  the  Board  of  Trade  showing  the  esti- 
mated liability  in  respect  of  claims  outstanding  at  the 
end  of  the  year  of  account  for  the  preceding  four  years. 
Their  outstanding  claims  of  five  years  duration  and  up- 
ward to  be  computed  on  the  basis  of  75  per  cent,  of  the 
value  of  a  life  annuity  purchased  from  the  government. 
Thus  the  premium  collected  in  the  first  instance  must 
include  a  sum  to  be  set  aside  as  a  reserve  to  meet  the 
future  losses. 

Austria  was  the  second  country  to  adopt  the  principle 
of  workmen's  compensation — a  compulsory  accident 
insurance  law  being  passed  December  28,  1887,  effective 
November  1,  1889.     This  law  was  revised  in  1894  and 
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today  a  very  large  proportion  of  the  workmen  are  covered 
excepting  employees  in  agriculture  and  forestry  where 
machinery  is  not  used. 

The  employers  are  required  to  insure  in  district  organ- 
izations supervised  by  the  government.  There  are  seven 
of  these  territorial  organizations  and  all  employers  whose 
plants  are  located  within  a  given  district  must  insure  in 
the  mutual  employers  association  of  that  district  irrespec- 
tive of  the  character  of  the  industry.  These  district  or- 
ganizations being  under  the  supervision  of  the  state,  the 
state  in  a  measure  guarantees  the  solvency  of  these  asso- 
ciations. 

In  the  beginning  the  attempt  was  made  to  have  the 
rates  for  insurance  sufficient  to  provide  funds  not  only  to 
pay  the  current  losses  but  to  set  aside  a  reserve  to  meet 
the  future  losses ;  but  in  order  to  make  the  scheme  attrac- 
tive to  the  employers,  the  premiums  were  pitched  so  low 
that  today  these  mutual  employers'  associations  are  im- 
paired to  the  extent  of  about  $14,000,000,  and  they 
demand  that  the  Austrian  government  assume  the  deficit. 

France  adopted  a  workmen's  compensation  law  in  1898 
which  has  been  amended  since  and  now  nearly  all  work- 
men come  under  the  operation  of  the  law.  The  insurance 
is  voluntary  and  is  largely  in  the  hands  of  the  stock 
companies.  There  is  a  state  insurance  department  but  as 
insurance  is  not  obligatory,  the  state  transacts  only 
about  1  per  cent  of  the  business.  This  is  in  a  measure 
due  to  the  fact  that  the  state  is  not  permitted  to  cover 
temporary  disabilities.  It  must  also  accept  aU  who  apply 
for  insurance.  The  selection  of  risks  is,  therefore, 
against  the  state. 

Norway  early  adopted  the  principle  of  workmen's  com- 
pensation. The  insurance  is  compulsory  and  is  assumed 
by  the  Boyal  Insurance  Institution  established  for  the 
purpose  and  guaranteed  by  the  state.  Thus  Norway  has 
a  system  of  pure  state  insurance.    BeaUzing  that  it  is 
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not  only  necessary  to  collect  sufficient  premiums  to  pay 
the  current  losses  but  to  meet  the  future  payments  as 
well,  the  aim  has  been  to  fix  the  rates  of  premium  high 
enough  to  accomplish  this  purpose.  The  attempt  has 
only  been  fairly  successful.  A  deficit  of  over  $125,000 
was  assumed  by  the  state  and  it  is  a  question  whether  the 
present  reserve  fund  is  sufficient  to  provide  for  the  pay- 
ments maturing  in  the  future.  The  administration  ex- 
penses are  paid  by  the  state  and  in  various  ways  the 
state  is  charged  with  the  duty  of  assisting  in  carrying  out 
the  provisions  of  the  law. 

While  state  insurance  may  prove  satisfactory  imder  a 
monarchical  form  of  government,  it  is  extremely  doubtful 
if  it  would  be  a  success  where  a  democratic  form  of  gov- 
ernment prevails  and  with  conditions  as  they  exist  in  the 
United  States.  Anything  savoring  of  paternalism  is 
contrary  to  free  institutions. 

Italy,  Hungary  and  Holland  have  all  adopted  the 
principle  of  workmen's  compensation  and  in  each 
of  these  countries  insurance  is  compulsory.  Russia, 
Spain,  Belgium,  Denmark  and  Sweden  have  all  adopted 
the  principle  as  have  several  of  the  colonies  of  the  British 
Empire,  but  with  each  of  them  the  insurance  is  volimtary. 

The  United  States  has  been  one  of  the  last  countries  to 
substitute  the  principle  of  workmen's  compensation  for 
employers'  liability.  President  Eoosevelt  attracted  the 
attention  of  the  country  to  its  great  importance  in  his 
special  message  to  Congress,  January  31,  1908.  He  said 
in  part : 

' '  I  also  very  urgently  advise  that  a  comprehensive  act 
be  passed  providing  for  compensation  by  the  government 
to  all  employees  injured  in  the  government  service. 
Under  the  present  law  an  injured  workman  in  the  employ- 
ment of  the  government  has  no  remedy  and  the  entire 
burden  of  the  accident  falls  on  the  helpless  man,  his  wife, 
and  his  young  children.  This  is  an  outrage.  It  is  a  mat- 
ter of  humiliation  to  the  nation  that  there  should  not  be 
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on  our  statute  books  provision  to  meet  and  partially  to 
atone  for  cruel  misfortune  when  it  comes  upon  a  man 
through  no  fault  of  his  own  while  faithfully  serving  the 
public.  In  no  other  prominent  industrial  country  in  the 
world  could  such  gross  injustice  occur;  for  almost  all 
civilized  nations  have  enacted  legislation  embodying  the 
complete  recognition  of  the  principle  which  places  the 
entire  trade  risk  for  industrial  accidents  (excluding,  of 
course,  accidents  due  to  wilful  misconduct  by  the  em- 
ploye) on  the  industry  as  represented  by  the  employer, 
which  in  this  case  is  the  government. 

"  The  same  broad  principle  which  should  apply  to  the 
government  should  ultimately  be  made  applicable  to  all 
private  employers.  Where  the  nation  has  the  power  it 
should  enact  laws  to  this  effect.  Where  the  states  alone 
have  the  power  they  should  enact  the  laws." 

The  Federal  Government  passed  an  employers'  liabil- 
ity law  relating  to  interstate  commerce  carriers  April  22, 
1908,  and  the  same  year  enacted  a  workmen's  compensa- 
tion law  applicable  to  artisans  and  workmen  employed 
by  the  United  States.  On  the  recommendation  of  the 
congressional  Employers'  Liability  and  Workmen's 
Compensation  Commission,  a  workmen's  compensation 
bUl  providing  an  exclusive  remedy  and  compensation  for 
accidental  injuries  resulting  in  disability  or  death  to 
employees  of  common  carriers  by  railroads  engaged  in 
interstate  or  foreign  commerce  was  introduced  in  Con- 
gress, February  20th,  1912. 

The  bill  provides  for  medical  and  surgical  aid,  includ- 
ing hospital  charges  during  the  first  two  weeks  un- 
limited as  to  amount  and  continuing  thereafter  in  an 
amount  not  exceeding  two  hundred  dollars.  For  compen- 
sation commencing  at  the  end  of  the  second  week ;  in  case 
of  death,  a  maximima  of  50  per  cent,  of  monthly  wages 
extending  over  a  period  of  eight  years;  for  permanent 
total  disability,  50  per  cent,  of  monthly  wages  for  the 
remainder  of  life ;  for  temporary  total  disability,  50  per 
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cent,  of  monthly  wages  during  its  continuance ;  for  per- 
manent partial  disability,  50  per  cent,  of  monthly  wages 
for  a  period  ranging  from  four  months  for  loss  of  a  toe 
to  six  years  for  loss  of  one  arm  or  loss  of  hearing  in  both 
ears ;  for  temporary  partial  disability  if  the  injured  em- 
ployee is  unable  to  secure  work,  50  per  cent,  of  wages 
during  the  continuance  of  such  disability ;  if  able  to  work 
at  reduced  wages  which  fall  below  90  per  cent,  of  his 
wages  before  the  accident,  the  diiference  between  said  90 
per  cent,  and  such  wages,  not  exceeding  50  per  cent,  of 
his  wages  at  the  time  of  the  accident. 

The  periodical  payxaents  are  limited  to  a  maximum  of 
$50  per  month  and  minimum  of  $25,  except  if  the  em- 
ployees' wages  are  less  than  $25  per  month  pajrment  for 
the  first  twenty-four  months  shall  not  exceed  the  monthly 
wages.  Provision  is  made  for  commuting  the  future  pay- 
ment after  six  months  to  a  lump  sum. 

No  compensation  is  paid  where  the  injury  or  death  is 
caused  by  the  wilful  misconduct  of  the  employee  or  if 
the  same  resulted  from  his  intoxication  while  on  duty. 
Compensation  for  occupational  diseases  is  expressly  ex- 
eluded. 

The  amount  of  compensation  may  be  fixed  by  agree- 
ment between  the  employer  and  employee;  by  an  award 
by  a  committee  chosen  by  both  parties ;  or  by  the  findings 
of  an  adjuster  of  accident  compensation  appointed  by 
the  United  States  district  court  subject  to  review  by  the 
district  court  with  an  appeal  to  the  circuit  court  of  ap- 
peals and  to  the  Supreme  Court  of  the  United  States. 
The  salaries  of  the  adjusters,  their  expenses,  and  the 
fees  of  the  examining  physicians  appointed  by  them  are 
paid  by  the  Federal  Government,  as  are  also  other  ad- 
ministration expenses. 

The  burden  of  compensation  is  considered  as  an  ele- 
ment of  the  cost  of  transportation  and  shall  be  recog- 
nized in  any  proceeding  affecting  rates.  The  bill  is  very 
likely  to  become  a  law,  and  if  so  will  have  an  important 
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bearing  on  the  future  of  workmen's  compensation  legis- 
lation in  tMs  country. 

The  State  of  New  York  passed  the  first  comprehensive 
workmen's  compensation  law  in  the  United  States  in  1910. 
The  law  applied  to  workmen  engaged  in  manual  or 
mechanical  labor  in  certain  hazardous  trades  and  the 
basis  of  liability  was  the  trade  risk  of  accident.  The  scale 
of  compensation  was  as  follows:  Compensation  for 
death:  (a)  if  the  workman  leave  a  widow  or  next  of  kin 
wholly  dependent  on  his  earnings — approximately  four 
years'  wages,  but  ia  no  event  more  than  $3,000;  (ft)  if 
such  widow  or  next  of  kin  be  only  partly  dependent,  a 
proportionate  sum  not  exceeding  above  as  may  be  deter- 
mined according  to  the  financial  injury  to  such  depend- 
ents; (c)  if  no  dependents,  the  reasonable  expenses  of  his 
medical  attendance  and  burial  not  exceeding  $100.  Com- 
pensation for  disability :  (a)  one-half  weekly  wages  after 
two  weeks  not  exceeding  $10  per  week,  payments  to  con- 
tinue during  incapacity,  but  not  more  than  eight  years. 

This  law  became  effective  September  1,  1910,  and  was 
declared  unconstitutional  by  the  Court  of  Appeals  of  the 
State  of  New  York  March  24,  1911,  on  the  ground  that  it 
deprived  the  employer  of  his  property  without  "  due 
process  of  law  "  and  thus  violated  Article  1,  Section  6  of 
the  New  York  State  Constitution  which  reads  in  part : 

Article  1,  Section  6.  "...  no  person  shall  ...  be 
deprived  of  life,  liberty  or  property  without  due  process 
of  law ;  nor  shall  private  property  be  taken  for  public  use 
without  just  compensation." 

In  the  argument  by  the  defendant  the  legislation  was 
challenged  as  void  under  the  fourteenth  amendment  to 
the  Federal  Constitution  and  the  Court  plainly  intimated 
its  belief  that  such  was  the  case. 

This  decision  undoubtedly  affected  adversely  the  move- 
ment for  the  substitution  of  workmen's  compensation  for 
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employer's  liability,  but  while  it  retards  the  acceptance 
of  the  principle  of  compensation  to  the  injured  workman, 
irrespective  of  fault,  its  effect  will  be  only  temporary.  In 
the  final  analysis  a  workmen's  compensation  law  is 
simply  a  rule  of  justice  between  employer  and  workman 
and  a  much  more  just  rule  than  an  employers'  liability 
law. 

Two  methods  were  suggested  to  remedy  the  situation 
created  by  this  decision: 

First,  to  draft  a  mixed  negligence  and  elective  compen- 
sation law  providing  that  if  the  employer  elect  to  accept 
the  liability  for  compensation,  then  in  cases  where  the 
employee  does  not  elect  to  come  under  the  compensation 
provisions  the  three  broad  defenses  of  the  common  law 
are  available  as  a  defense.  If,  however,  the  employer 
does  not  so  elect  these  three  defenses  shall  not  be  available 
in  an  action  to  recover  damages  by  an  employee  entitled 
to  come  under  the  provisions  of  the  law  as  to  compensa- 
tion. While  such  a  law  could  not  be  termed  a  compulsory 
compensation  law,  as  was  the  act  declared  void  under  the 
constitution  of  New  York,  its  effect  would  be  to  bring 
pressure  to  bear  on  employer  and  employee  to  accept  the 
elective  compensation. 

Second,  to  amend  the  State  Constitution.  The  court  in 
its  decision  indicated  this  remedy  and  it  may  be  necessary 
to  amend  the  due  process  of  law  clause  of  the  Bill  of 
Rights  in  order  for  the  state  to  adopt  a  satisfactory  work- 
men's compensation  act. 

This  second  method  was  favored  by  the  New  York 
State  Employers'  Liability  Commission  and  at  the  1912 
session  of  the  legislature  of  that  state  there  was  proposed 
and  passed  a  constitutional  amendment.  Upon  the  re- 
passage  of  this  amendment  by  a  session  of  a  subsequent 
legislature,  it  can  then  be  submitted  to  a  vote  of  the  peo- 
ple for  ratification. 
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The  year  1911  witnessed  the  introduction  in  many 
of  the  state  legislatures  of  a  great  number  and  variety 
of  workmen's  compensation  bills,  and  workmen's  com- 
pensation laws  were  passed  in  ten  states. 

New  Jersey  passed  a  workmen's  compensation  law 
which  provides  that  a  contract  shall  be  presumed  between 
each  employer  and  each  employee  to  substitute  the  lia- 
bility for  compensation  in  place  of  the  liability  for  negli- 
gence, unless  a  written  contract  to  the  contrary  be  made. 
This  law  became  effective  July  4,  1911,  and  has  been 
declared  constitutional  by  the  lower  court.  An  appeal 
has  been  taken  from  this  decision. 

Kansas  adopted  a  mixed  negligence  and  elective  com- 
pensation law  along  the  lines  previously  described. 

California,  Illinois,  Nevada,  New  Hampshire,  Ohio, 
Washington  and  Wisconsin  have  adopted  workmen's  com- 
pensation laws.  The  California  and  Wisconsin  laws  are 
quite  similar;  but  the  laws  of  the  other  states  named 
differ  widely  one  from  the  other  and  are  more  or  less 
complex.  A  proposed  constitutional  amendment  was 
adopted  by  the  legislature  of  California  March  28,  1911, 
providing  for  compulsory  workmen's  compensation.  This 
amendment  was  submitted  to  the  vote  of  the  people  in 
October,  1911,  and  carried  by  a  large  majority. 

The  laws  of  Ohio  and  Washington  introduce  the  prin- 
ciple of  state  insurance  and  for  that  reason  their  opera- 
tion will  be  watched  with  close  interest.  Operating 
within  a  limited  area  where  risks  of  a  similar  hazard  are 
few  and  the  total  exposure  far  too  small  to  permit  the 
working  of  the  law  of  average,  there  is  grave  doubt  that 
the  resulting  rate  will  be  a  fair  one.  Administered  by 
those  more  or  less  unfamiliar  with  the  principles  of  in- 
surance; with  political  affiliations  rather  than  real 
merit  the  test  of  service ;  lacking  the  motive  of  self-inter- 
est of  the  private  companies,  the  necessity  for  economical 
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management,  the  knowledge  to  differentiate  between  the 
good  and  the  bad  risks  of  a  given  class,  the  inducement 
to  approve  only  those  claims  which  are  just  and  to  reject 
all  which  savor  of  malingering  and  simulation,  the  feasi- 
bility and  practicability  of  state  insurance  is  open  to 
serious  question. 

The  supreme  courts  of  the  states  of  Ohio,  Washington 
and  Wisconsin  have  upheld  the  constitutionality  of  the 
workmen's  compensation  laws. 

Massachusetts  passed  a  workmen's  compensation  act 
approved  by  the  Governor  July  28, 1911,  which  abrogates 
the  rules  of  law  as  to  contributory  negligence,  negligence 
of  fellow  employees,  and  assumption  of  risk  in  actions  to 
recover  damages  for  personal  injuries  sustained  by  em- 
ployees except  domestic  servants  and  farm  laborers.  If, 
however,  the  employer  be  a  subscriber  to  the  Massachu- 
setts Employees'  Insurance  Association  created  by  the 
act,  the  provisions  abrogating  these  defenses  do  not 
apply.  A  policyholder  of  any  liability  insurance  com- 
pany authorized  to  do  business  within  the  common- 
wealth is  regarded  as  a  subscriber.  The  employer  thus 
has  the  choice  of  becoming  a  member  of  the  association 
or  insuring  in  an  authorized  liability  company  in  order  to 
qualify  as  a  subscriber  under  the  act.  If  the  employer 
elect  to  become  a  subscriber  he  comes  under  the  pro- 
visions of  the  act  as  to  compensation.  An  employee  of  a 
subscriber  shall  be  deemed  to  have  waived  his  right  of 
action  at  common  law  if  he  shall  not  have  given  his  em- 
ployer notice  in  writing  that  he  claimed  such  right  at  the 
time  of  his  contract  of  hire.  Action  on  the  part  of  both 
employer  and  employee  is  thus  voluntary  and  in  the 
opinion  of  the  Justices  of  the  Supreme  Court  of  Massa- 
chusetts, the  act  is  in  conformity  with  the  provisions  of 
the  constitution  of  the  commonwealth  which  requires  that 
property  shall  not  be  taken  without  due  process  of  law, 
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and  in  conformity  with  the  fourteenth  amendment  to  the 
Federal  Constitution. 

The  scale  of  compensation  provides:  1.  For  death, 
(a)  wholly  dependent,  approximately  three  years'  wages 
but  not  less  than  $1,200  nor  more  than  $3,000,  payable  in 
weekly  installments  covering  a  period  of  300  weeks;  (&) 
partially  dependent,  the  payments  stated  above  to  be 
proportionately  reduced;  (c)  no  dependents,  reasonable 
expenses  of  sickness  and  burial  not  exceeding  $200.  2. 
For  total  incapacity,  one-half  weekly  wages  with  a  maxi- 
mum payment  of  $10  per  week  and  a  minimum  of  $4 
during  such  incapacity,  but  not  exceeding  500  weeks  with 
total  payments  limited  to  $3,000.  3.  For  partial  inca- 
pacity, a  weekly  compensation  equal  to  one-half  the  dif- 
ference between  the  employee's  average  weekly  wages 
before  the  injury  and  the  average  weekly  wages  which  he 
is  able  to  earn  thereafter,  but  not  more  than  $10  per  week 
and  payments  limited  to  300  weeks. 

No  compensation  is  paid  for  the  first  two  weeks  but 
during  these  weeks  reasonable  medical  and  hospital  ser- 
vices and  medicines  shall  be  furnished  when  needed.  In 
case  of  certain  specified  injuries  additional  compensation 
is  provided  ranging  from  one-half  weekly  wages  for 
twelve  weeks  for  loss  of  phalange  of  finger,  thumb  or  toe 
to  one-half  weekly  wages  for  100  weeks  for  loss  of  two 
limbs  or  both  eyes.  If  the  employee  be  injured  by  reason 
of  his  serious  and  wilful  misconduct,  no  compensation  is 
paid,  but  if  by  reason  of  the  serious  and  wilful  miscon- 
duct of  a  subscriber  or  his  representative  the  compensa- 
tion is  doubled. 

The  act  provides  for  the  establishment  of  an  industrial 
accident  board  of  three  members  empowered  to  make 
rules  for  carrying  out  its  provisions  and  exercising  cer- 
tain judicial  fimctions.  The  act  becomes  effective  July 
1, 1912. 

Few  of  the  states  held  legislative  sessions  in  1912  and 
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therefore  little  Workmen's  Compensation  Legislation 
was  enacted.  Bills  were  introduced  in  Kentucky  wluch 
failed  of  passage  and  laws  were  adopted  in  Maryland 
and  Ehode  Island.  The  workmen's  compensation  law  in 
Rhode  Island  becomes  effective  October  1,  1912. 

The  Michigan  legislature,  convening  in  special  session, 
passed  a  workmen's  compensation  bill  similar  to  the  New 
Jersey  Act,  although  in  some  respects  more  favorable  to 
the  workman.  The  bill,  approved  by  the  Governor,  be- 
comes effective  September  1, 1912. 

The  American  and  foreign  stock  insurance  companies 
now  transacting  employers'  liability  insurance  in  the 
United  States  have  undertaken  to  relieve  the  employers 
in  those  states  adopting  workmen's  compensation  of 
this  additional  liability.  The  rates  are  based  on  exper- 
ience under  insurance  of  a  similar  character  and  on  other 
data  available.  These  rates  may  possibly  prove  sufficient 
to  insure  proper  and  efficient  service  to  the  assured  and 
his  indemnification  against  losses  which  will  mature  in 
future  years.  More  likely,  however,  they  will  be  subject 
to  alteration. 

Under  a  new  liability  loss  reserve  law  which  applies 
to  claims  tmder  workmen's  compensation,  adopted  by 
several  of  the  states,  the  companies  are  required  to  main- 
tain very  stringent  reserves  for  their  outstanding  claims 
and  suits.  The  premium  charged  the  employer  must 
include  the  amount  necessary  to  be  set  aside  as  a  reserve. 

The  operation  of  the  principle  of  workmen's  compensa- 
tion has  resulted  in  proving  its  superiority  over  em- 
ployers' liability  from  several  standpoints. 

First.  The  prevention  of  accidents.  Ignorance  of  the 
machinery  which  they  operate,  carelessness  and  reckless- 
ness in  its  operation,  stand  out  in  any  study  of  the  causes 
of  accidents.  Personal  equipment  of  the  workman  for 
the  task  he  performs  is  ofttimes  overlooked  and  from 
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loose,  torn  and  unsuitable  clothing  accidents  result.  In- 
sufficient lighting  and  crowding  of  machinery  contribute 
their  quota  to  which  must  be  added  defective  machinery 
and  lack  of  the  use  of  proper  safeguards. 

Under  the  system  of  employers'  liability  in  force  in 
practically  all  coimtries  previous  to  the  introduction 
of  workmen's  compensation,  it  was  the  negligence  of  the 
employer  that  determined  the  right  to  recovery  of  dam- 
ages or  compensation.  This  negligence  had  to  be  clearly 
shown  and  while  the  more  humane  employers  expended 
thought  and  money  for  the  prevention  of  accidents,  the 
vast  majority  were  content  to  make  only  slight  effort  to 
minimize  the  number  of  accidents.  With  nearly  every 
accident  entitled  to  compensation,  the  question  of  the 
number  of  accidents  and  their  severity  became  of  finan- 
cial importance  and  vast  strides  have  been  made  in  the 
methods  and  means  used  to  prevent  accidents  particu- 
larly in  Germany.  The  result  has  been  a  lessened  number 
of  killed  and  maimed  workmen  and  a  lowered  cost  for 
insurance. 

Second.  Elimination  of  waste.  The  system  of  em- 
ployers' liability  is  wasteful — necessarily  so.  It  is  not 
always  easy  to  determine  whether  an  employer  has  been 
negligent  or  not.  With  an  automatic  scale  of  compensa- 
tion operative  on  the  occurrence  of  an  accident,  a  large 
portion  of  the  expenses  of  investigation,  lawyers'  fees 
and  court  costs  are  eliminated.  The  saving  is  an  im- 
portant one. 

Thibd.  Immediate  payment  to  the  injured  workman 
or  his  family.  Under  employers'  liability  a  considerable 
period  usually  elapses  before  payment  is  made,  and  some- 
times it  ia  years  before  settlement  is  reached.  Work- 
men's compensation  laws  provide  for  weeklj  payments 
or  lump  sum  settlements.  The  money  is  thus  available  at 
the  time  when  most  needed — a  blessing  to  the  injured 
workman  or  in  case  of  his  death,  the  widow  and  children. 
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FouBTH.  Diminishment  of  friction  between  employers 
and  workmen.  The  operation  of  employers'  liability  laws 
tends  to  develop  friction  and  ofttimes  antagonism  be- 
tween employers  and  workmen.  The  injustice  the  plan 
works  in  the  distribution  of  compensation  for  accidental 
injuries,  and  the  fact  that  the  workman  must  prove  his 
case  before  payment  is  made,  is  one  more  cause  prevent- 
ing harmonious  relations  between  employer  and  em- 
ployee. Workmen's  compensation  with  its  prompt  settle- 
ments largely  remedies  this  evil. 

Fifth.  Equitable  method  of  determining  compensa- 
tion. One  of  the  characteristics  of  workmen's  compensa- 
tion laws  is  the  method  of  determining  the  compensation. 
A  study  of  the  scale  of  compensation  shows  (o)  the  com- 
pensation is  made  to  depend  upon  and  vary  with  the 
wages;  (b)  it  is  made  to  depend  upon  and  vary  with  the 
extent  of  the  injury. 

Under  employers'  liability  laws  the  damages  or  com- 
pensation assessed  by  one  jury  for  loss  of  eye  or  limb 
may  and  does  differ  radically  from  the  sum  assessed  by 
another  jury  for  identically  the  same  injury.  Workmen's 
compensation  laws  substitute  a  fixed  known  compensation 
for  an  unknown  variable  compensation. 

Sixth.  The  workman  receives  full  compensation 
awarded  him.  Under  employers'  liability  there  has 
grown  up  a  class  of  lawyers  known  as  "  Ambulance 
Chasers,"  who  take  advantage  of  the  unfortunate  work- 
man's necessity  and  often  receive  exorbitant  payment  for 
any  real  or  alleged  services  rendered.  With  the  fixed 
compensation  payable  at  stated  intervals  provided  under 
workmen's  compensation  laws  the  workman  receives  the 
full  amount  due  him. 

Seventh.  The  cost  to  employer  a  part  of  cost  of  pro- 
duction. Under  a  workmen's  compensation  system  nearly 
all  accidents  carry  compensation,  nearly  all  employers 
insure  their  liability,  and  the  payments  to  the  injured 
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workman  are  with  a  certain  degree  of  definiteness  stated 
in  the  law.  Therefore,  the  speculative  feature  is  largely 
eliminated,  the  soliciting  expense  is  lessened,  and  the  de- 
termination of  rates  more  scientific  and  accurate.  The 
cost  to  the  employer  becomes  a  fixed  charge  upon  the 
industry,  it  enters  into  the  cost  of  the  commodity  as  one 
of  the  items  of  production,  and  in  the  last  analysis  the 
burden  is  transferred  to  the  consumer. 

The  evolution  of  compensation  to  workmen  injured  in 
the  service  of  the  employer  has  been  slow ;  every  advance 
being  met  with  opposition.  In  the  beginning  a  small 
payment  limited  to  the  master's  own  negligence,  next  the 
broader  principle  of  the  employers '  negligence,  later  with 
the  three  defenses  greatly  curtailed  or  partially  abro- 
gated, and  finally  compensation  without  regard  to  fault. 

The  introduction  of  power  machinery  and  the  factory 
system  supplied  the  impetus  which  developed  the  prin- 
ciple of  compensation  for  work  accidents  most  rapidly. 
The  great  progress  made  in  the  theory  of  compensation 
for  all  accidental  injuries  to  the  workman  unless  wilfully 
inflicted  is  predicated  upon  the  unprecedented  develop- 
ment of  industrial  conditions  in  all  civilized  countries 
during  the  last  fifty  years. 

It  has  been  found  by  careful  study  and  observation  that 
practically  all  modern  industries  are  subject  to  accidents 
causing  injury  and  death  to  the  workman ;  that  the  num- 
ber of  accidents  in  any  given  industry  over  a  series  of 
years  is  more  or  less  stable ;  that  the  degree  of  accidental 
injury  in  any  one  group  of  industries  remains  fairly  con- 
stant; that  accidents  are  governed  by  the  law  of  prob- 
ability; and  that  they  are  to  a  certain  degree  inevitable. 

The  fact  being  established  that  there  is  a  certain  acci- 
dent risk  attaching  to  industrial  employments — prin- 
ciples of  justice  and  humanity  demand  that  the  loss  shall 
in  no  event  fall  wholly  on  the  workman.  Statistics  show 
that  a  large  percentage  of  accidents  are  not  due  to  the 
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negligence  or  fault  of  the  employer,  or  of  the  employee, 
but  are  due  to  inevitable  accidents  connected  with  employ- 
ment. The  following  table  taken  from  the  official  reports 
of  Germany  sums  up  the  results  of  an  inquiry  as  to  ques- 
tion of  fault  of  81,248  accidents  compensated  for  the  first 
time  in  1907 : 

ACCIDENTS  DUE  TO  Peb  Cent 

1.  Fault  of  employer 12.06 

2.  Fault  of  the  workman 41 .26 

3.  Fault  of  both  employer  and  workman 91 

4.  Fault  of  fellow  workman  or  third  party 5 .  94 

5.  General  hazard  of  the  industry 37.65 

6.  Other  causes  (chance,  act  of  God,  etc.) 2.18 

Under  employers'  liability  laws,  the  greatest  possible 
percentage  of  accidents  for  which  damages  could  be 
obtained  would  be  18.91,  while  probably  less  than  that 
percentage  would  be  chargeable  for  damages. 

For  the  purpose  of  rendering  some  reasonable  compen- 
sation on  account  of  the  80  per  cent,  or  more  of  accidents 
occurring  in  industrial  establishments  not  provided  for 
under  employers'  liability,  the  principle  of  workmen's 
compensation  is  urged  as  a  substitute. 

The  withholding  of  compensation  for  this  large  per- 
centage of  accidents  results  in  a  lowered  standard  of 
living  for  the  injured  workman  and  his  family ;  in  a  mini- 
mum of  education  for  his  children;  in  an  increase  in  the 
number  of  persons  dependent  upon  private  or  public 
charity  for  support;  and  in  untold  suffering  and  misery 
which  never  come  to  public  notice.  Society  is  vitally 
interested  in  the  enactment  of  workmen's  compensation 
laws. 

With  nearly  every  civilized  country  having  discarded 
the  employers'  liability  system  and  adopted  the  principle 
of  workmen's  compensation,  can  the  United  States  afford 
to  longer  prove  a  laggard  in  the  march  towards  the  goal 
of  justice  to  the  Industrial  workers  on  whose  prosperity 
and  well  being  the  very  life  of  nations  depends? 
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Chapteb  LIII 

BASIS  OF  LIABILITY  FOR  NEGLIGENCE 

By  Theophilus  J.  Moll 

The  Golden  Rule  in  law  is  expressed  in  the  legal 
maxim  "  sic  utere  tuo  ut  alienum  non  laedas,"  which, 
being  liberally  interpreted  means  that  one  should  so 
exercise  his  own  legal  rights  as  not  to  interfere  with 
another  in  the  exercise  of  the  latter 's  legal  rights.  It 
is  natural  and  fundamental  that  a  person  should  be  re- 
sponsible for  his  own  acts  and  that  as  to  an  innocent 
person  no  one  should  be  permitted  to  profit  by  his  own 
wrong,  whether  it  be  the  breach  of  a  contract,  or  the 
intentional  or  inadvertent  violation  of  what  we  may  con- 
veniently term  natural  rights,  such  as  personal  safety, 
reputation  or  property.  However,  in  the  present,  grow- 
ing complexity  of  life  and  its  myriad  relations,  one  acts 
not  only  in  person,  but  very  commonly  by  or  through  a 
representative.  Corporations,  public  and  private,  hav- 
ing no  tangible  form,  necessarily  act  through  repre- 
sentatives. A  partnership  and  other  relations  of  joint 
enterprise  or  ownership  generally  act  through  one,  rather 
than  all,  of  their  number  and  frequently  a  third  person  as 
representative.  In  all  these  instances  the  legal  principle 
applies  that  whoever  acts  through  another  acts  for  him- 
self. It  follows  that  if,  under  the  first  principle,  he  had 
acted  wrongfully  in  person  he  would  be  responsible,  and 
if,  under  the  second  principle,  he  so  acts  he  is  likewise 
liable.    But  why? 

Inherently  it  appears  unfair  that  if  one  injures  an- 
other, a  third  person  not  personally  contributing  to  the 
injury  should  be  liable,  but  when  examined,  numerous 
cases  occur  where  such  result  follows.    If  a  man  throws 
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a  missile  at  and  strikes  another,  it  is  readily  perceived 
that  he  is  responsible  for  his  wrong.  If  he  sets  in  motion 
an  animate  object,  -whether  brute  or  human,  with  purpose 
to  Lnjure  another,  he  is  liable,  because  such  is  the  natural 
and  probable  consequence  and  having  been  personally 
instrumental  in  bringing  about  such  result  he  should  be 
answerable. 

But  the  situation  is  not  ordinarily  so  simple  and  the 
reason  and  the  rule  are  not  so  clear.  It  is  those  instances 
in  which  one  person  acts  through  another,  with  no  legal 
intent  to  do  harm,  and  such  other  through  his  perverse- 
ness,  incompetence  or  carelessness  inflicts  an  unintended, 
unforeseen  injury,  that  difficulty  arises. 

Representation  involves  at  least  three  different  rela- 
tions ;  namely.  Principal  and  Agent,  Master  and  Servant, 
and  Employer  and  Independent  Contractor. 

The  lines  of  demarcation  between  these  are  indistinct 
and  at  times  hard  to  determine.  It  is  sufficient  for  our 
present  purposes  to  say  that  an  agent  is  a  representative 
whose  main  function  is  to  bring  his  principal  into  con- 
tractual relations  with  third  persons,  a  servant  is  one 
whose  chief  function  is  to  perform  some  operative  act  for 
and  on  behalf  of  the  master,  and  an  independent  con- 
tractor is  one  who  carries  on  an  independent  calling  and 
exercises  that  calling  on  his  own  behalf  but  in  further- 
ance of  the  interests  of  his  employer.  Either  of  these 
representatives  may  be  perverse,  incompetent  or  careless 
and  may  thereby  so  act  or  omit  to  act  as  to  render  his 
constituent  legally  liable.  Moreover  the  very  relation 
may  render  the  respective  constituents  and  representa- 
tives mutually  responsible  to  each  other. 

In  the  main,  agency  in  its  broadest  sense  and  embrac- 
ing each  of  the  relations  named,  rests  upon  consent.  Cer- 
tain situations  arise  in  which  there  is  an  implied  agency, 
as  in  case  of  parent  and  child,  but  these  are  not  real 
agencies  in  the  legal  sense.    In  these  liability  grows  out 
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of  the  very  relation  as  a  matter  of  enforced  duty,  but  in 
true  agencies  the  liability  is  fundamentally  and  finally 
based  on  the  legal  consent  of  the  constituent  and  repre- 
sentative. President  Taft,  while  judge  of  a  federal  court, 
said  in  a  leading  case  on  this  subject:  "  The  principal 
must  intend  that  the  agent  shall  act  for  him,  and  the 
agent  must  intend  to  accept  the  authority  and  act  on 
it,  and  the  intention  of  the  parties  must  find  expression 
either  in  words  or  conduct  between  them."  While  this 
was  announced  as  to  the  first  relation  above  named,  it 
doubtless  applies  equally  to  the  other  two.  This  idea  is 
common  in  American  and  English  courts  but  does  not 
prevail  under  the  civil  law  of  the  modem  Latin  races,  in 
which  the  liability  is  held  to  grow  out  of  the  mere  rela- 
tion, as  in  our  cases  of  mere  implied  agency. 

Anciently,  among  our  forefathers,  there  was  a  greater 
degree  of  liability  imposed  on  principals  and  other  con- 
stituents than  at  present.  Then  they  were  little  short  of 
absolute  insurers  against  damage,  civil  or  criminal,  done 
not  only  by  their  animals,  but  by  their  slaves,  serfs,  em- 
ployees and  household  members.  Gradually  this  has 
been  ameliorated  and  now  the  "  consent  rule  "  governs. 
We  shall  later  attempt  to  explain  the  application  and 
limitations  of  this  rule.  By  statute  and  court  decisions, 
the  result  was  eventually  reached  that  no  one  should  be 
held  answerable  for  another's  conduct  unless  he  himself 
was  in  some  way  connected  with  the  wrong.  One  of  the 
most  difficult  ideas  to  explode  was  the  old  fiction,  doubt- 
less borrowed  from  the  civil  law,  of  "  identity  "  by  which 
the  real  wrongdoer  was  assumed  in  law  to  be  the  alter  ego 
of  the  one  charged  with  liability.  Even  to  this  day  we 
find  some  vestiges  of  this  notion,  notably  as  to  husband 
and  wife,  parent  and  child.  The  true  explanation  is  the 
other  way.  Blackstone  says  "  The  wrong  done  by  the 
servant  is  looked  upon  in  law  as  the  wrong  of  the  master 
himself,"  assuming,  of  course,  that  the  relation  rests  on 
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consent.  However,  as  eminent  an  authority  as  Justice 
Holmes  of  the  United  States  Supreme  Court  adheres  to 
the  idea  of  "  unity  of  person  "  as  the  hasis  of  agency. 

At  the  outset  of  this  idea  the  constituent,  usually  a 
master,  was  liable  only  when  he  commanded  his  servant 
to  do  a  particular  act,  hut  before  a  great  while  he  was 
held  accountable  for  whatever  the  servant  did  pursuant 
to  a  general  order.  In  turn  the  servant  was  immune 
from  liability,  having  simply  done  a  commanded  act 
which  he,  at  that  time,  was  bound  to  obey,  being  little 
above  a  slave  in  the  social  scale.  But  as  the  servant  came 
into  his  own  and  became  a  free  agent,  capable  of  con- 
senting to  serve,  his  immunity  for  his  own  acts  disap- 
peared, though  the  liability  of  his  master  continued.  A 
leading  English  authority.  Sir  Frederick  Pollock,  de- 
clares the  present  rule  as  follows :  ' '  Whoever  commits  a 
wrong  is  liable  for  it  himself.  It  is  no  excuse  that  he  was 
acting  as  an  agent  or  servant  on  behalf  or  for  the  benefit 
of  another.  But  that  other  may  also  well  be  liable,  and 
in  many  cases  a  man  is  held  answerable  for  wrongs  not 
committed  by  himself."  No  doubt,  this  is  a  correct  ex- 
position of  the  rule  today. 

The  general  rule  is  that  the  principal  is  bound  by  any 
act  of  an  agent  who  is  acting  within  the  actual  or  appar- 
ent scope  of  his  authority,  and  such  apparent  authority 
may  be  established  from  circumstances,  notably  by  the 
conduct  of  the  principal  leading  the  third  party  reason- 
ably to  believe  the  agent  has  the  authority  he  assumes  to 
have.  In  other  words,  liability  is  predicated  upon  the 
real  or  apparent  consent  of  the  principal.  At  first  it  was 
limited  to  particular  commands  but  later,  as  now,  it 
embraced  general  commands  or  authority;  for  as  one 
learned  author  declares  "  social,  industrial  and  commer- 
cial development  required  that  the  law  as  to  the  master's 
responsibility  should  be  put  on  a  broader  basis,  and  that 
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his  liability  for  his  servant's  acts  should  be  much  more 
extended  ";  the  same  demand  applying  equally  to  prin- 
cipal and  agent.  It  was  presumed  that  when  one  was 
delegated  with  authority  to  do  a  certain  act  for  the  bene- 
fit of  his  constituent  this  delegation  carried  with  it 
in  legal  contemplation  authority  to  do  all  incidental  acts 
in  connection  therewith  which  were  in  furtherance  of  the 
affairs  of  the  constituent.  This  presuniption,  based 
generally  on  fact,  has  ripened  into  a  positive  rule  of  law 
and  still  prevails.  The  question  which  presents  itself 
is:  did  the  representative  have  authority  to  act  for  his 
constituent,  embracing  within  its  scope  the  doing  of  the 
particular  wrongful  act?  If  so,  the  constituent  is  liable; 
otherwise  not.  The  determination  of  such  question  is 
essentially  one  of  fact ;  though  the  governing  principle  is, 
of  course,  one  of  law. 

Likewise,  the  general  rule  is  that  the  master  is  liable 
for  the  acts  of  his  servant  done  in  the  course  of  his  em- 
ployment, and  this  even  though  the  master  has  privately 
instructed  the  servant  to  the  contrary  and  though  the  act 
of  the  servant  is  manifestly  not  for  the  master's  benefit. 
But  even  here  the  idea  of  consent  still  governs.  The 
consent  of  the  master  that  the  servant  shall  somehow  act 
for  him  is  real ;  the  course  of  his  employment  is  apparent 
and  so  far  as  the  injured  person  is  concerned  remaias 
unchanged  in  spite  of  secret  instructions;  the  two  com- 
bine to  keep  the  master  still  liable.  But,  of  course,  the 
master  cannot,  in  reason,  be  held  liable  generally  and  in 
all  events  for  every  wrongful  act  his  servant  may  be 
guilty  of.  A  liability  so  extensive  would  make  him  a 
guarantor  of  the  servant's  good  conduct,  and  would  put 
him  under  an  obligation  which  prudent  men  would  hesi- 
tate to  assume,  except  under  stress  of  necessity. 

A  person  is  answerable  for  such  results  as  proximately 
(that  is,  naturally  and  probably  under  similar  circum- 
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stances)  result  from  the  act  lie  does,  or  from  the  act 
which  another,  with  his  consent  measured  by  legal  stand- 
ards, does.  The  fact  that  the  other  disobeys  orders  does 
not,  of  itself,  change  the  situation.  In  truth,  such  very 
disobedience  may  probably,  or  at  least  possibly,  be  fore- 
seen or  guarded  against.  In  any  event  the  master  who 
has  had  the  selection,  direction  and  legal  control  of  the 
servant  ought  to  suffer  for  the  misdoings  of  the  servant 
while  about  his  master's  business,  rather  than  an  inno- 
cent third  person  on  whom  injury  has  been  inflicted  and 
who  has  had  no  voice  in  selecting  and  no  power  to  control 
the  wrongdoing  servant. 

Various  theories  have  been  advanced  as  to  why  a  mas- 
ter should  be  held  liable  for  the  negligence  of  his  servant. 
(Negligence  implies  the  failure  to  use  due  care  under  the 
circumstances,  and  it  may  be  a  passive  omission  to  act,  or 
an  active  effort,  short  of  intentional  injury.)  One  is  that 
the  master  is  liable  from  the  bare  fact  that  he  has  em- 
ployed a  servant  who  turns  out  to  be  incompetent.  This 
does  not  imply  carelessness  on  the  part  of  the  master  in 
selecting  an  incompetent  servant,  as  some  of  the  author- 
ities seem  to  indicate,  but  that  having  selected  a  servant 
at  all,  it  is  proper  that  by  reason  of  such  selection  the 
master  should  assume  the  danger  (if  the  use  of  such  term 
is  proper)  of  such  servant  not  being  or  remaining  com- 
petent. Another  is  that  the  person  injured  is  actuated 
by  motives  impelling  him  to  seek  out  someone  financially 
able  to  compensate  him  for  his  loss  and  that  in  the  great 
majority  of  cases  the  one  thus  able  is  the  master  rather 
than  the  servant.  This  may  be  true  in  many  cases,  but 
as  a  general  principle  it  is  undoubtedly  untrue.  It  has 
been  suggested  by  some  of  those  urging  this  reason  that 
the  courts  have  lent  their  aid  to  the  plaintiffs  along  these 
lines.  To  the  writer,  however,  it  seems  that  the  converse 
of  this  is  true  in  the  main,  and  that  public  opinion  and 
popular  legislation  are  presently  causing  the  courts  to 


368  LIABILITY  INSUEANCE 

undergo  a  marked  transition  to  a  judicial  stand  more  in 
harmony  with  what  should  be  the  true  criterion,  namely; 
to  make  no  discrimination  between  parties  litigant  on  the 
basis  of  wealth  or  social  standing. 

Another  theory,  that  of  Justice  Holmes  above  referred 
to,  bases  the  master's  liability  on  the  ancient  legal  fiction 
of  identity,  and  this  in  some  historical  and  logical  aspects 
is  more  or  less  true.  But  being  a  mere  fiction,  it  is  un- 
satisfactory at  best  and  really  furnishes  no  acceptable 
reason.  The  suggestion  of  the  eminent  English  jurist, 
Lord  Brougham,  that  as  the  master  reserves  the  right  to 
discharge  the  servant  he  should  be  held  liable,  would  be 
good  were  it  not  for  the  fact  that  ordinarily  such  dis- 
charge does  not,  and  cannot,  occur  until  after  the  harm 
has  been  done  and  if  so  affords  little,  if  any  reason  for 
the  rule  imposing  liability. 

Chief  Justice  Shaw  of  Massachusetts  in  a  leading  case 
decided  three-quarters  of  a  century  ago,  said:  "  This 
rule  is  obviously  founded  on  the  great  principle  of  social 
duty,  that  every  man  in  the  management  of  his  own 
affairs,  whether  by  himself  or  by  his  agents  or  servants, 
shall  so  conduct  them  as  not  to  injure  another ;  and  if  he 
does  not,  and  another  thereby  sustains  damage,  he  shall 
answer  for  it."  This  approximates  to  the  correct  solu- 
tion. 

The  true  reason  seems  to  be  that  the  master  is  what  is 
technically  known  as  the  "  procuring  cause,"  that  is,  it 
is  he  who  sets  the  servant  in  motion  in  performing  his 
duties  in  the  course  of  his  employment  and  these  being 
presumably,  if  not  actually,  for  the  master's  benefit,  the 
master  in  anticipating  such  benefits  is  reasonably  and 
legally  held  chargeable  with  the  detriments  growing  out 
of  the  relation.  This  is  the  view  commonly  accepted  by 
the  authorities  of  the  present  day  and  it  is  certainly  not 
only  tenable  but  is  reasonable  and  just.  Saying  that 
where  the  master  sets  in  motion  a  chain  of  causes,  em- 
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ploying  to  that  end  the  person  and  will  of  another  per- 
son, he  is  and  should  be  liable  for  the  latter 's  acts  in  con- 
ducting his  business,  is  almost,  if  not  quite,  axiomatic. 

It  follows  that  if  the  servant  was  really  doing  an  act 
devolving  on  him  as  such  servant,  and  that  if  the  master 
himself  had  done  the  same  act  in  the  same  way  and  as  a 
result  would  have  been  liable,  then  the  master  is  liable 
for  the  servant's  act  ia  question.  In  other  words,  the 
relation  of  master  and  servant  sufficiently  shows  the 
master's  connection  with  the  act  and  the  requirement  of 
the  early  statement  is  met  that  to  hold  one  liable  for 
another's  act  he  must  be  connected  therewith.  In  a  recent 
edition  of  Judge  Cooley's  classic  work  on  Torts  it  is  said: 
' '  That  which  the  superior  has  put  the  inferior  in  motion 
to  do,  must  be  regarded  as  done  by  the  superior  himself 
and  his  responsibility  is  the  same  as  if  he  had  done  it  in 
person.  This  responsibility  covers  acts  of  omission  as 
well  as  acts  of  commission,  and  embraces  all  cases  in 
which  the  failure  of  the  servant  to  observe  the  rights  of 
others  in  the  conduct  of  the  master's  business  has  been 
injurious."  "  The  test  of  the  master's  responsibility  is 
not  the  motive  of  the  servant  but  whether  that  which  he 
did  was  something  his  employment  contemplated,  and 
something  which,  if  he  should  do  it  lawfully,  he  might 
do  in  the  employer's  name." 

A  master  may  be  liable  to  his  own  servant  as  well  as  to 
a  third  person.  Such  liability  grows  out  of  the  breach  of 
some  duty  legally  owing  by  the  master  to  the  servant.  It 
is  said  that  these  duties  are  implied  by  law  from  the 
relation,  and  that  though  usually  regarded  as  being 
implied  undertakings  of  the  contract  between  the  parties, 
they  are  equally  well  considered  as  arising  out  of  the 
general  duty  resting  on  every  person  to  exercise  due  care 
for  the  safety  of  others. 

Eecent  cases  have  placed  a  limitation  upon  the  general 
liability  of  a  master,  in  that  the  common  law  in  most 
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states,  in  more  or  less  varying  terms,  declares  that  a 
master  is  not  liable  to  one  of  Ms  servants  for  injuries 
growing  out  of  the  wrongdoing  of  another  such  servant. 
In  other  words,  the  so-called  "  fellow  servant  doctrine  " 
has  been  engrafted  upon  the  general  rule  as  a  notable 
exception.  The  master,  however,  remains  liable  in  all 
cases  in  which  his  own  personal  wrongdoing  contributes 
to  or  wholly  causes  the  injury  to  the  servant,  the  same 
as  any  other  wrongdoer  would  be,  and  to  this  extent  the 
rule  is  preserved  in  its  integrity  "  no  man  should  profit 
by  his  own  wrong."  In  the  leading  American  case  on 
the  subject  of  liability  for  a  fellow  servant's  wrong,  the 
court  in  substance  held  that  servants  engaging  in  a  com- 
mon employment  are  presumed  to  take  into  consideration 
the  risks  ordinarily  arising  in  such  employment  in  deter- 
mining what  wages  they  will  accept,  and  hence  it  would 
be  unreasonable  to  negative  this  presumption  by  impos- 
ing upon  the  employer  a  greater  liability  than  he  con- 
tracted for,  namely,  that  he  should  answer  for  the  very 
damage  done  by  one  servant  to  another  when  by  the 
presumed  terms  of  the  contract  this  had  either  been 
waived  or  had  been  compensated  for  in  advance  by  pay- 
ing higher  wages.  In  truth,  this  presumption  at  the 
present  time  is  often  well  nigh  violent,  but  the  common 
law  has  become  so  fixed  on  this  general  principle  that 
positive  legislation,  actively  at  work,  is  making  a  decided 
effort  to  overcome  its  far  reaching  effects. 

Even  the  common  law  recognized  certain  limitations  and 
restrictions  upon  the  above  exception  to  the  general  rule 
and  almost  universally  there  has  been  adopted  what  is 
known  as  the  "  vice-principal  rule,"  by  which  certain 
duties  are  recognized  as  belonging  inherently  and  funda- 
mentally to  the  master,  the  delegation  of  which  to  subor- 
dinates does  not  exempt  the  master  from  liability.  In 
other  words,  certain  recognized  duties  towards  his  serv- 
ants are  by  law  imposed  on  the  master  and  these  he  is 
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bound  to  perform.  Whether  he  performs  in  person  (and 
for  his  wrong  in  this  case  he  is  of  course  liable)  or  en- 
trusts the  performance  thereof  to  another,  his  legal  liabil- 
ity for  a  wrong  done  is  just  the  same.  Chief  among  these 
duties  are  his  obligation  to  furnish  reasonably  safe  ma- 
chinery, appliances  and  tools  with  which  the  servant  is  to 
work,  a  reasonably  safe  place  in  which  to  work,  rules  and 
regulations  under  which  to  work,  suitable  directions  to  an 
immature  or  inexperienced  servant,  and  the  like.  Legis- 
lation is  adding  to  these  duties  from  year  to  year  and  the 
tendency  is  to  abolish,  or  at  least  radically  to  modify,  the 
fellow  servant  rule  and  to  take  into  consideration  the 
changed  social,  economical  and  commercial  relations  of 
master  and  servant.  Even  under  the  common  law, 
already  established  and  generally  followed  in  the  absence 
of  statute,  the  master  is  under  obligation  to  employ  suit- 
able servants,  and  if  he  is  negligent  in  employing  those 
who  are  wanting  in  the  requisite  care,  skill  and  prudence 
for  the  business  entrusted  to  them  or  in  continuing  such 
persons  iu  his  employ  after  their  unfitness  has  become 
known  to  him,  or  when  by  the  exercise  of  ordinary  care, 
it  would  have  been  known,  then  he  will  be  liable  for  an 
injury  to  a  fellow  servant  due  to  such  unfitness  or  in- 
competency, provided  the  injured  servant  does  not  by  his 
own  legal  consent  assume  the  risk  attending  such  incom- 
petence. For  it  is  the  general  rule  that  a  servant  as- 
sumes the  risk  of  all  dangers  incident  to  his  employment, 
no  matter  how  they  arise,  against  which  the  servant  may, 
by  exercising  ordinary  care,  protect  himself.  But  a  ser- 
vant is  never  presumed  to  assume  the  risk  of  the  master's 
own  negligence;  and  he  may  not  contract  to  do  so.  The 
same  rule  governs  where  the  negligence  of  the  master 
and  one  servant  unite  in  injuring  another  servant. 

There  has  been  a  very  great  amount  of  scholastic  and 
juridical  discussion  as  to  who  are  fellow  servants  and  the 
authorities  are  by  no  means  harmonious.    In  some  states, 
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the  uncertainty  is  sought  to  be  cured  by  statute.  But  it 
is  not  within  the  scope  of  this  article  to  enter  iuto  a  dis- 
cussion of  this  subdivision  of  the  general  subject. 

As  in  all  other  cases  of  injury  due  to  negligence,  the 
contributory  negligence  of  the  injured  servant  bars  his 
recovery  of  damages  under  the  common  law,  except  that 
in  a  few  instances  (notably  admiralty)  the  doctrine  of 
"  comparative  negligence  "  applies.  The  general  rule  is 
changed  by  positive  legislation  in  some  states  and  there 
is  a  tendency  to  modify  it  in  many  other  states. 

The  doctrine  "  let  the  superior  answer  "  renders  the 
master  liable  for  those  acts  of  his  servants  committed  in 
the  due  course  of  his  employment.  But  an  independent 
contractor,  as  above  defined,  not  being  a  servant  m  the 
legal  significance  of  the  term,  sustains  no  such  relation  to 
his  employer  as  will  render  the  latter  liable  for  his  acts, 
whether  they  be  performed  within  or  beyond  the  scope  of 
the  employment.  The  doctrine  quoted  has  no  application 
to  an  independent  contractor  who  is  employed,  for  in- 
stance, to  do  a  piece  of  work  for  the  employer  during  the 
performance  of  which  a  third  person  is  injured.  As  said 
in  a  leading  New  York  case,  it  "is  applicable  only  in 
cases  where  the  party  sought  to  be  charged  stands  in  the 
relation  of  superior  to  the  person  whose  wrongful  act 
is  the  ground  of  complaint."  The  general  rule  is  that 
the  employer  is  immune  from  liability  for  the  acts  or 
omissions  of  his  independent  contractor  or  for  the  lat- 
ter's  servants. 

Mr.  Street,  in  his  scholarly  treatise,  says :  ' '  The  rea- 
son is  obvious.  The  conductor,  or  one  who  lets  the  con- 
tract, has  no  control  over  the  employee  of  the  contractor 
and  hence  is  not  treated  as  a  master.  He  is  only  con- 
cerned with  the  finished  product  of  the  labor,  and  the 
contractor,  both  in  fact  and  theory,  is  the  master  of  those 
whom  he  employs.  Simple  as  this  appears,  the  principle 
in  question  was  violated  in  probably  the  first  case  pre- 
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senting  facts  of  this  kind.  (Decided  ia  1799.)  But  that 
ease  was  soon  discredited,  and  the  law  is  now  well  settled 
that  the  man  who  has  immediate  control  or  the  right  of 
control  over  the  work  is  the  master." 

Another  learned  annotator,  in  discussing  the  em- 
ployer's non-liability,  says:  "  It  seems  clear  .  .  .  that 
the  real  and  ia  fact  only  available  basis  for  the  doctriae 
which  declares  such  a  delegation  of  functions  to  be,  under 
certain  circumstances,  allowable  is  public  policy.  ...  It 
seems  clear,  however,  that  the  rule  as  to  the  non-liability 
of  employers  has  been  formulated  rather  with  reference 
to  their  interests  than  with  reference  to  those  of  possible 
sufferers  from  the  torts  of  the  contractors.  .  .  .  The 
judicial  situation,  therefore,  would  seem  to  be  simply 
this,  that  the  considerations  of  expediency  which  accord- 
ing to  the  most  generally  accepted  theory,  constitute  the 
only  rational  foundation  of  the  rule  which  declares  a 
master  to  be  liable  for  the  torts  of  his  servant,  are 
deemed  to  be  inoperative,  or  to  be  superseded  and  over- 
ridden by  other  and  antagonistic  considerations  of  ex- 
pediency, in  some  classes  of  cases  where  the  person 
employed  is  exercising  an  independent  business. ' ' 

Legislatures  and  courts  have  engrafted  on  the  general 
rule  of  non-liability  of  employers  of  independent  con- 
tractors, certain  more  or  less  well  defined  exceptions. 
Thus,  it  is  sometimes  said  that  the  employer  is  liable :  (1) 
where  the  plaintiff  is  injured  by  an  act  done  in  the  due 
performance  of  the  contract,  but  not  where  the  contractor 
acts  in  violation  thereof;  (2)  where  the  work  contracted 
for  obviously  exposes  others  to  unusual  perils;  (3)  where 
the  contractor  is  notoriously  incompetent  or  untrust- 
worthy; (4)  where  the  employer  makes  himself  person- 
ally guilty  of  negligence,  resulting  in  injury;  (5)  where 
the  wrongful  act  is  a  violation  of  a  duty  imposed  upon 
or  assumed  by  the  employer  by  express  contract;  (6) 
where  the  duty  is  imposed  by  statute;  (7)  where  the  em- 
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ployer  retains  or  exercises  active  control  of  the  contrac- 
tor; (8)  where  he  has  ratified  the  wrongful  act;  (9) 
where  the  employer  has  accepted  the  work  and  thereafter 
injury  results  therefrom. 

The  general  rule  and  the  exceptions  apply  as  well, 
ordinarily,  where  an  independent  contractor  stands  in  the 
relation  of  employer  to  a  subcontractor.  Moreover,  as  to 
his  own  servants  the  independent  contractor  has  the  same 
liabilities  and  exemptions  as  pertain  to  masters  ordi- 
narily. 
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If  by  history  is  meant  a  systematic  and  connected 
written  record,  then  burglary  insurance  has  no  history 
for  there  certainly  exists  no  such  written  record.  It,  in 
fact,  possess  virtually  no  bibliography,  so  that  the  ob- 
tainable historical  facts  are  few  and  meagre. 

Burglary  Insurance,  originally  strictly  an  insurance 
against  burglary  and  nothing  more,  was  probably 
founded  in  London  in  or  about  the  year  1865. 

"  The  Insurance  Cyclopaedia  "  exhausts  the  subject 
in  this  brief  note :  ' '  Burglary  Insurance  Company  was 
projected  by  J.  H.  TiUey,  in  1865,  with  a  preliminary  cap- 
ital of  two  thousand  pounds." 

It  seems  a  fair  inference  that  Mr.  Tilley's  modest 
company  was  the  first.  ' '  The  American  Protective  Mu- 
tual Insurance  Company  against  Burglary,"  a  small 
company  which  transacted  a  local  business  at  Beading, 
Pa.,  claims  to  have  been  engaged  in  burglary  underwrit- 
ing as  early  as  1885,  and  to  have  been  the  first  company 
writing  that  line  of  business  in  America.  This  company 
no  longer  exists,  but  was  absorbed  some  years  ago.  No 
sufficient  reason  appears  for  denying  the  claim  of  the 
American  Protective  to  priority.  It  is,  at  any  rate,  the 
fact  that  even  in  1889  the  line  was  just  beginning  to  be 
written  by  two  or  three  other  companies,  who  were  enter- 
ing upon  it  doubtfully  and  experimentally.  Headway 
was  gained  slowly  and  gradually  during  the  succeeding 
ten  years,  by  the  end  of  which  time  the  volume  of  business 
was  substantial  and  the  number  of  companies  writing  the 
line  was  rapidly  increasing.    The  proportions  the  busi- 
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ness  has  at  this  time  attained  are  shown  by  the  figures 
that  will  be  found  near  the  close  of  this  chapter. 

Burglary  Insurance  stands  out  among  the  numerous 
forms  of  ' '  Special  Insurance  ' '  to  which  the  complexities 
of  modern  social  and  business  conditions  have  given  rise 
as  possessing  distinctly  unique  features.  It  is  not  merely 
the  fimdamental  fact  that  burglary  insurance  is  essen- 
tially an  insurance  against  crime  which  thus  distin- 
guishes it,  but  rather  the  fact  that  the  crime  of  burglary 
is  in  itself,  in  its  attendant  circumstances,  and  in  the 
customary  traits  and  characteristics  of  the  burglar, 
strongly  differentiated  from  other  crimes. 

The  burglar  not  only  incurs  the  risk  of  the  penalty  of 
the  law  equally  with  other  criminals,  but  in  addition 
thereto  he,  in  many  cases,  encounters  grave  hazard  to 
life  and  limb  peculiar  to  his  own  career  of  crime,  and  he, 
therefore,  often  possesses  at  least  that  semblance  of 
manly  qualities  that  goes  along  with  physical  courage 
and  indifference  to  danger;  and  bravery,  in  however 
evil  and  reprehensible  a  cause  it  may  be  displayed,  saves 
its  possessor  from  that  measure  of  detestation  always 
visited  upon  cowardice,  even  when  the  conduct  of  the 
coward  is  far  less  atrocious  than  that  of  the  man  of 
courage. 

The  burglar  of  "  the  old  school,"  invariably  brutal  and 
desperate,  was  as  well  defined  a  type  as  was  to  be  met 
with  in  any  walk  of  life.  He  has,  moreover,  his  place,  not 
an  inconspicuous  one,  in  drama  and  in  fiction,  and  the 
appeal  he  makes  to  the  imagination  is  sufficient  to  sur- 
round him  with  a  certain  sort  of  sordid  romance.  Dickens 
has  made  of  "  Bill  Sikes  "  as  vivid  and  as  real  a  per- 
sonality as  any  historical  figure  of  that  day,  and  so 
indelible  is  the  impression  left  upon  the  mind  of  every 
reader  who  follows  the  thrilling  and  dramatic  story  of 
the  life  and  death  of  this  brutal  thief — a  stranger  to  fear 
for  whom  no  deed  was  too  desperate — ^that  for  well  nigh 
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two  generations  no  other  criminal  in  literature  has  been 
known  in  the  same  familiar  way  to  such  vast  numbers  as 
has  "  BUI  Sikes,"  the  burglar. 

The  various  conditions  above  pointed  out  operated  to 
create  an  atmosphere  in  which  the  burglar  and  his  crime 
stood  wholly  removed  from  association  with  the  idea  of 
business  in  any  conceivable  phase  or  guise,  even  in  its 
widest  ramification.  On  the  contrary,  there  probably, 
at  the  outset,  seemed  to  the  miad  of  almost  everyone, 
something  wholly  incongruous  in  bringing  burglary 
within  the  limits  of  practical,  matter-of-fact  business,  as 
was  the  effect  of  accepting  the  losses  it  entailed  as  a 
proper  hazard  for  the  underwriter. 

The  view  that  prevailed  at  first  was  that  society 
was  concerned  with  burglary  only  as  a  crime  to  be 
punished  and  suppressed;  that  to  the  agencies  and 
instrumentalities  provided  by  law  for  the  protection  of 
society  against  crime  belonged  the  duty  of  taking  cog- 
nizance of  the  crime ;  but  that  it  possessed  elements  and 
possibilities  upon  which  would  be  founded  and  from 
which  would  be  developed  a  legitimate  business  of  any 
consequence  whatever  was  a  conception  likely  to  be 
deemed  so  fantastic  that  few  would  have  been  willing  to 
avow  it. 

This  hesitation,  this  almost  unwillingness,  to  accept 
burglary  insurance,  in  its  novel  and  unaccustomed  stage, 
as  a  serious  proposition,  inevitably  proved  a  serious 
check  upon  the  business  in  the  early  years,  and  accounts 
for  the  severe  struggle  it  had  to  pass  through  before  it 
obtained  a  firm  foothold. 

There  was  an  impression,  almost  universal,  at  the 
outset  that  there  could  be  no  proper  field  for  burglary 
insurance ;  first,  because  loss  by  burglary  was  not  a  suffi- 
ciently common  occurrence  for  the  public  to  be  awakened 
to  the  wisdom  and  benefit,  as  a  business  proposition,  of 
paying  for  indemnity,  in  other  words,  that  such  indem- 
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nity  was  not  only  not  "  a  long  felt  want,"  but,  it  was  a 
want  non-existent,  because  unf  elt ;  and,  secondly,  because 
adequate  protection  against  fraudulent  claims  was  im- 
possible, and  the  company  doing  any  considerable  vol- 
ume of  business  would  indubitably  encounter  insolvency 
and  ruin  through  the  fraudulent  claims  it  would  be  com- 
pelled to  pay. 

Time  has  shown  that  both  the  supposed  reasons  above 
mentioned  for  regarding  the  business  as  not  feasible  and 
workable,  were  misconceptions,  and  Burglary  Insurance 
is  today  a  firmly  and  securely  established  business,  with 
an  annual  premium  income  of  millions  of  dollars,  and 
disbursing  every  year  hundreds  of  thousands  of  dollars 
in  an  indemnity  fairly  and  honestly  due  its  policyholders ; 
while  such  payments,  at  the  same  time,  in  no  way  menace 
the  solvency  of  the  companies  by  which  the  line  is  written. 

The  first  of  the  misconceptions  just  spoken  of  was 
unquestionably  due  to  the  absolute  lack  of  statistics,  not 
merely  in  regard  to  the  crime  of  burglary  itself,  the  fre- 
quency of  its  perpetration,  etc.,  but  especially  as  to  the 
magnitude  of  the  losses  in  money  and  property  sustained 
thereby. 

The  work  done  by  the  companies  which  inaugurated 
burglary  insurance  was,  therefore,  at  first  largely  educa- 
tional, and  the  means  employed  to  that  end  were  broad- 
cast and  persistent  advertising,  much  of  it  of  an  exceed- 
ingly clever  and  ingenious  character.  These  methods  are 
bearing  abundant  fruit,  as  already  stated,  and  the  con- 
viction is  gradually  being  brought  home  to  every  owner 
of  valuables  with  a  direct  application  to  his  own  case, 
that  burglary  and  the  kindred  crimes  covered  by  the 
policies  of  companies  writing  burglary  insurance  are  so 
common,  and  often  so  disastrous  in  their  consequences, 
that  they  constitute  at  all  times  an  immediate  and  very 
real  danger  to  property.  The  record  of  such  crimes,  as 
scattered  in  a  disconnected  and  unrelated  way  through 


BUEGLAEY  INSURANCE  381 

the  columns  of  the  press,  conveyed  an  impression  far 
short  of  the  facts  as  to  their  frequency  and  the  magni- 
tude of  the  losses  involved,  and  it  was  only  by  systematic 
collection  of  the  data,  and  the  presentation  thereof  m  an 
orderly  and  comprehensive  manner  that  the  real  condi- 
tions were  made  plain  and  that  the  enormous  propor- 
tions of  the  losses  suffered  through  the  crimes  in  ques- 
tion began  to  be  appreciated. 

Eesort  to  the  means  of  indemnity  afforded  by  insurance 
was  the  logical  outcome  of  this  awakening  on  the  part  of 
the  public  to  the  risks  it  was  incurring,  and  in  conse- 
quence, burglary  insurance,  within  the  period  of  say  ten 
years,  from  1901  to  the  present  year,  has  progressed  with 
gigantic  strides. 

From  the  original  stock  of  what  was  properly  and 
strictly  an  insurance  against  burglary  has  sprung  a  num- 
ber of  off-shoots  consisting  of  insurance  against  theft  or 
larceny,  under  which  there  is  a  classification  of  risks  in 
accordance  with  the  details  of  the  hazard  to  be  covered; 
insurance  against  highway  robbery,  or  ' '  hold-up, ' '  in  all 
its  various  phases  with  classifications  on  the  same  prin- 
ciples as  in  the  case  of  larceny  or  theft.  For  each  and  all 
these  risks  an  appropriate  form  of  policy  has  been  de- 
vised, and  the  policy-contract  is  framed  with  specific 
reference  to  the  conditions  in  each  as  to  the  time  and 
place,  and  the  persons  in  respect  to  whose  acts  the  com- 
pany undertakes  to  indemnify  the  assured. 

The  insurance  may,  for  instance,  cover  theft  or  larceny 
by  servants  or  other  inmates  of  the  house,  or  by  a  guest, 
by  sneak-thieves,  or  by  other  outsiders. 

The  traveler  may  insure  his  personal  effects  while  they 
are  in  his  hotel,  or  in  the  custody  of  a  common  carrier. 

Money  and  valuables  to  be  delivered  by  messenger  may 
be  insured. 

The  merchant  may  insure  against  theft  or  larceny  by 
his  employees. 
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And  the  contractor,  manufacturer  or  other  employer  of 
labor,  may  insure  the  money  for  his  payroll  while  in 
transit  to  the  place  of  payment,  and  while  being  actually 
disbursed. 

All  of  these  various  branches  of  the  business  have 
shared  in  the  immense  growth  it  has  experienced. 

In  the  light  of  the  vast  growth  and  extent  of  the  busi- 
ness, and  of  prospects  for  the  future,  which  make 
its  present  proportions  appear  insignificant  in  compari- 
son, it  is  an  interesting  fact,  in  connection  with  its  early 
history,  that  its  founders  and  originators  looked  upon 
it  as  an  experiment,  and  entertained  great  fears 
and  misgivings  as  to  its  success,  and  this  view  was  still 
held  at  a  time  so  recent  that  even  the  Cambridge  Edition 
of  The  Encyclopaedia  Brittanica,  now  issuing  from  the 
press,  and  which  claims  to  say  the  last  and  latest  word 
on  all  subjects,  dismissed  burglary  insurance  in  ten  or  a 
dozen  lines,  saying  that  it  is  recognized  as  an  experiment, 
and  that  the  amount  of  annual  premiums  is  so  small  as  to 
be  unimportant.  The  great  work  is,  in  this  respect,  how- 
ever, clearly  out  of  date  before  its  publication  has  been 
completed. 

It  is  not  in  the  least  extraordinary  that  the  second  of 
the  reasons  above  stated  for  regarding  burglary  insur- 
ance as  an  impracticable  business  proposition,  namely, 
that  the  companies  would  be  wrecked  by  fraudulent 
claims,  should  have  found  general  acceptance. 

The  moral  hazard  in  burglary  insurance,  and  in  the 
kindred  risks  the  companies  cover,  is  undeniably  far 
greater  than  in  any  other  class  of  insurance.  There  is  a 
large  measure  of  moral  hazard,  it  is  true,  in  fidelity  in- 
surance, a  considerable  degree  in  fire  insurance,  and  even 
an  appreciable  degree  in  life  insurance,  but  in  the  risk 
covered  by  the  burglary  underwriter  the  moral  hazard 
is  pre-eminent,  and  wholly  out  of  comparison  with  other 
lines  in  that  particular. 
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The  element  of  moral  hazard  derives  its  almost  tran- 
scendant  importance  in  the  case  of  risks  covered  by 
the  burglary  underwriter  from  the  fact  that  the  apparent 
ease  with  which  money  may  be  got  from  the  companies  on 
fraudulent  and  fabricated  claims,  is  oftentimes  a  severe 
temptation  even  to  the  average  honest  man,  and  to  the 
crook  wholly  irresistible.  And  just  as  in  the  case  of  fire 
insurance,  the  man,  to  a  moral  certainty  guilty  of  arson, 
may  sometimes  collect  the  policy,  and  as  in  life  insurance 
a  payment  may  be  made  upon  a  fraudulent  claim  of  death, 
so  in  burglary  insurance,  and  doubtless  with  materially 
greater  frequency,  the  companies,  because  of  a  lack  of 
legal  evidence,  may  have  to  pay  fraudulent  and  bogus 
claims  when  there  is  not  a  shadow  of  doubt  of  their  fraud- 
ulent character,  but  the  number  of  such  fraudulent  claims 
is  by  no  means  so  large  as  the  conditions  of  the  business 
would  seem  to  the  uninitiated  to  invite,  and  the  number 
of  such  fraudulent  claimants  who  actually  succeed  in 
making  good  against  the  companies  is  smaller  still,  alto- 
gether too  small,  in  fact,  to  materially  affect  their  pros- 
perity. 

The  poor  success  attending  the  efforts  to  victimize  the 
companies  by  bogus  claims  is  explained  by  a  variety  of 
circumstances. 

For  one  thing,  the  business,  by  its  very  nature,  de- 
mands that  the  barriers  be  put  up  against  the  crook  at 
the  outset,  and  unceasing  vigilance  exercised  to  see 
that  he  does  not  get  past  them.  No  safeguard  and  no  pre- 
caution that  experience  and  ingenuity  could  suggest  and 
devise  (the  adoption  of  which  the  conditions  of  the  busi- 
ness render  feasible)  have  been  omitted.  One  of  the 
most  important  of  these  preliminary  safeguards  is  the 
pains  taken  in  the  matter  of  the  moral  hazard  as  related 
to  reputation,  occupation,  etc.,  of  the  assured.  A  thor- 
ough system  of  inspection,  in  the  case  of  certain  classes 
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of  risks,  leads  to  the  rejection  of  sucli  as  are,  for  any 
reason,  extra-hazardous  and,  therefore,  undesirable. 

All  policies,  insuring  against  loss  by  burglary,  contain 
the  provision  that  the  company  shall  not  be  liable  unless 
the  "  felonious  abstraction  of  the  insured  article  was 
accomplished  by  an  entrance  into  the  premises  effected 
by  the  use  of  tools  or  explosives,  and  unless  there  are 
visible  marks  upon  the  premises  made  by  the  tools  or 
explosives  of  the  actual  force  and  violence."  The  great 
value  of  this  provision  as  a  safeguard  against  pretended 
losses  by  fake  burglaries  is  manifest,  for  while  the  signs 
and  insignia  that  are  "  visible  evidence  of  an  entry  by 
force  and  violence  "  may  be  created  by  the  assured  in 
support  of  a  fraudulent  claim,  the  requirement  that  such 
"  visible  evidence  "  must  exist  materially  helps  the 
companies'  chance  of  detecting  the  fraud. 

The  crook  may  commit  some  oversight  in  manufactur- 
ing his  evidence;  and  besides  the  false  and  the  genuine 
are  never  the  same,  and  in  any  case  the  discrepancy  may 
at  any  given  moment  appear. 

And,  moreover,  the  provision  in  question  clearly  de- 
fines the  risk  the  company  accepts,  and  fixes  by  agree- 
ment of  the  parties  the  character  of  the  burglary  against 
which  the  assured  is  entitled  to  be  indemnified,  namely, 
"  where  the  entrance  into  the  premises  is  effected  by 
force  and  violence  by  the  use  of  tools  or  explosives." 

A  recent  decision  of  the  Appellate  Division  of  the  Su- 
preme Court  of  New  York,  First  Department,  has,  how- 
ever, put  a  construction  upon  this  provision  of  the  bur- 
glary policy  by  which  burglary  underwriters  have  been 
decidedly  startled.  The  court  holds  that  the  entrance 
into  the  premises  need  not  be  effected  by  the  use  of  tools 
or  explosives,  that  there  need  be  no  visible  marks  upon 
the  premises  made  by  tools  or  explosives  of  the  actual 
force  and  violence  used  in  making  the  felonious  entry, 
but  that  if  such  entry  is  made  merely  by  turning  the 
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knob  of  the  door,  and  the  goods  are  taken  away,  the 
crime  constitutes  "  burglary  "  in  the  third  degree  under 
the  Penal  Code  of  New  York,  and  that  the  company  is 
liable  under  its  policy  because  it  insured  against  "  bur- 
glary." 

This  construction  seems  to  deny  the  freedom  of  private 
contract,  and  to  deprive  the  parties  of  the  right  to  define 
in  the  policy,  as  above  mentioned,  the  character  of  the 
risk  against  which  the  company  insures,  and  thereby 
wholly  nullifies  a  provision  of  the  policy  upon  which  the 
companies  have  relied.  The  protection  of  which  this 
decision  deprives  the  companies  has  always  been  con- 
sidered as  well  nigh  vital  to  the  business,  namely, 
the  right  to  define  in  their  policies  the  exact  risk 
assumed,  and  it  would  seem  the  question  is  so  important 
as  to  render  it  imperative  the  case  should  be  taken  to 
the  Court  of  Appeals  for  final  decision  there. 

But  the  ultimate  weapon  against  the  dishonest  insurer, 
and  one  which  is  no  doubt  far  more  effective  than  any 
other,  is  that  whenever  the  presumption  of  fraud  is  rea- 
sonably clear,  the  fraudulent  claim  is  fought  to  the  end. 
The  lesson  the  crooks  must  learn  is  that  the  game  does 
not  pay. 

Those  without  experience  in  the  business  might 
think  in  the  case  of  insurance  on  money,  jewelry  and 
other  valuables  of  that  character,  the  iasured  would 
have  little  difficulty  in  holding  the  company  on  almost 
any  alleged  claim  of  loss.  The  situation,  pretty  nearly 
invariably,  is  that  the  company  has  no  witnesses  who, 
from  personal  knowledge  of  the  facts,  can  testify  in  con- 
tradiction, while  the  assured  himself  testifies  and  sup- 
ports his  fraudulent  claim  by  such  witnesses,  members 
of  Ms  family  and  others,  as  he  may  think  sufficient. 
This  situation  results  from  conditions  that  are  funda- 
mental in  the  business,  but  even  in  these  cases,  and  they 
belong  to  the  class  in  which  the  company  is  at  the  most 
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serious  disadvantage,  the  fight  is  not  so  unequal  as  it 
seems. 

In  the  first  place,  truth  possesses  wonderful  powers  of 
self-assertion  and  that  advantage  rests  solely  with  the 
company;  and  again,  a  condition  of  the  policy  requires 
"  immediate  notice  "  of  the  loss  to  be  given  by  tele- 
graph to  the  home  office  of  the  company,  to  the  general 
agent  by  whom  the  policy  is  countersigned,  and  also  to 
the  company's  local  authorized  agent,  and  to  the  public 
police  authorities  having  jurisdiction.  This  opportunity 
for  investigation  while  the  facts  are  fresh  is  a  powerful 
check  upon  fake  and  fraudulent  claims,  the  only  real 
basis  for  which  is  the  desire  of  the  insured  to  get,  on 
the  "  something  for  nothing  "  principle,  what  he  sup 
poses  will  be  some  easy  money. 

But  the  provision  of  the  policy  upon  which  the  com- 
pany places  its  main  reliance  to  thwart  attempted  frauds, 
is  probably  that  by  which  the  insured  is  required  to  sub- 
mit himself  and  certain  other  named  persons,  whom  it 
may  be  reasonably  assumed  are  under  his  control,  to 
examination  by  the  representatives  of  the  company.  This 
provision  is  worth  quoting  at  length : 

"...  shall  submit  himself  and  associates  in  interest 
and  his  household  and  employees  to  examination  and 
interrogation  by  the  company's  representatives,  under 
oath  if  required,  and  subscribe  the  same,  and  shall  pro- 
duce such  other  evidence  as  may  be  reasonably  required 
to  substantiate  the  claim,  and  such  reasonable  adjourn- 
ments of  the  said  examinations  as  the  company  may 
desire  shall  be  allowed  and  any  of  the  parties,  including 
the  assured,  so  appearing  for  examination,  shall  upon 
the  demand  of  the  company  be  again  produced  for  a  sec- 
ond and  further  interrogation,  and  any  alleged  loss,  in 
connection  with  which  the  assured  shall  refuse  to  comply 
with  this  provision  shall  not  be  held  to  constitute  a  cause 
of  action  against  the  company  under  this  policy." 
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It  is  obvious  the  examinations  of  which  the  company 
may  avail  itself  under  the  foregoing  provision,  enable  it 
to  trace  the  history  of  the  alleged  lost  article  or  articles, 
to  establish  identity  and  actual  value,  to  ascertain  when 
and  from  whom  purchased,  if  bought  within  any  reason- 
able number  of  years,  and  to  have  disclosed  the  names 
and  addresses  of  persons  the  company  may  find  valuable 
as  witnesses  in  its  behalf. 

It  is  not  meant  to  imply  by  insistence  upon  the  efficacy 
of  the  provisions  of  the  policy  to  which  reference  has 
been  made,  that  they  are,  even  in  connection  with  the 
other  agencies  by  which  the  fraudulent  claims  are  com- 
bated, invariably  effectual;  but  only  that  by  reason 
thereof  the  amount  the  companies  are  compelled  to  pay 
in  settlement  of  fraudulent  claims  after  all  has  no  ma- 
terial effect  upon  their  prosperity. 

We  have  discussed  the  provisions  above  considered  as 
if  they  were  uniform  in  the  policies  of  all  the  companies. 
This  is  not  literally  correct,  but  in  their  general  tenor 
and  scope  the  provisions  are  standard  features  of  the 
policies  of  all  the  leading  companies,  and  the  slight  dis- 
crepancies are  such  that  for  our  purposes  the  policies 
may  be  treated  as  if  they  were,  in  fact,  in  this  particular 
identical. 

The  class  of  risks  grouped  under  the  general  designa- 
tion of  bank  burglary  insurance,  and  which  are  in  fact 
several  different  forms  of  hazard  related  to  banks,  con- 
stitute by  far  the  most  desirable  and  satisfactory  branch 
of  burglary  insurance  underwriting.  Bank  burglary 
insurance  in  its  technical  sense  covers  insurance  against 
the  following  hazards : 

First,  against  burglary  in  its  current  and  common 
acceptation  with  entry  into  the  safe  or  vault,  effected  by 
the  use  of  tools  or  explosives. 

Second,  against  "  hold-up  "  perpetrated  in  the  bank 
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by  compelling  its  officers  or  employees  to  hand  over  the 
exposed  funds. 

Third,  against  damage  to  the  safe,  vault,  furniture,  or 
building,  caused  by  the  use  of  tools  or  explosives. 

Fourth,  against  robbery,  in  any  manner,  of  the  bank 
messenger  when  engaged  about  his  duties  outside  the 
bank. 

Insurance  against  the  three  last  named  hazards  is,  of 
course.  Burglary  Insurance  only  in  the  technical  or  spe- 
cial sense,  which  has,  for  reasons  of  convenience,  become 
attached  to  the  words  as  a  trade  term.  The  same  thing  is 
true  of  insurance  against  larceny  by  domestic  servants, 
and  other  forms  of  larceny  connected  with  residence 
Burglary  Insurance,  insurance  of  travelers*  valuables, 
insurance  on  pay-rolls,  etc.,  all  of  which,  in  the  business, 
pass,  for  many  purposes,  under  the  general  designation 
of  Burglary  Insurance,  not  because  they  are  such  in  any 
proper  sense,  but  because  of  the  convenience  and  neces- 
sity of  having  some  term  which  is  inclusive  of  all  the 
various  lines  written  by  burglary  underwriters.  So  we 
have  assumed  that  "  Burglary  Insurance  "  as  the  title 
of  this  chapter  will  be  taken  in  the  inclusive  sense  of 
the  term. 

The  reasons  why  bank  burglary  insurance  is  the  most 
desirable  and  profitable  branch  of  the  business,  are  these : 
Since  it  is  an  exceedingly  rare  occurrence  for  bankers 
to  instigate  or  be  parties  to  ostensible  robbery  of  their 
own  banks,  the  element  of  moral  hazard  is,  in  a  large 
measure,  eliminated.  Bankers  are,  as  a  class,  men  of 
intelligence  and  businesslike  methods,  who  comprehend 
the  force  and  effect  of  the  contracts  they  make, 
recognize  that  the  obligations  of  such  contracts  are  re- 
ciprocal, and  they,  therefore,  ordinarily  demand  of  the 
insurer  only  the  fair  performance  of  the  contract  accord- 
ing to  its  terms,  which  is  by  no  means  true  of  the  insured 
of  some  other  classes.    Further,  the  business  is  almost 
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consistently  lucrative,  in  so  far  at  least  that  tlie  premium 
account  and  the  loss  and  expense  ratio,  under  average 
conditions,  leave  it  feasible  and  workable. 

It  will  be  noted  that  what  has  so  far  been  said  has  to 
do  for  the  most  part  with  the  mere  incidentals  of  the 
subject,  and  has  touched  very  lightly,  if  at  all,  upon  any- 
thing in  the  nature  of  essential  principles,  and  there  is 
a  very  sufficient  explanation  of  this  fact. 

Burglary  Insurance  has  indeed  few  of  the  elements  of 
scientific  insurance — ^very  little  in  the  way  of  essential 
general  principles — on  which  to  rest.  There  is  entirely 
lacMng,  for  instance,  any  general  actuarial  principle 
such  as  the  life  tables  furnish  as  a  scientific  and  exact 
basis  for  calculation  in  the  case  of  life  insurance.  It  is 
certainly  much  more  than  a  "  game  of  chance,"  and  yet 
it  may  be  the  "  doctrine  of  chance  "  is  more  nearly  the 
corner-stone  of  the  business,  in  its  present  stage  of  devel- 
opment, than  is  generally  recognized.  Safe  generaliza- 
tions are,  in  most  affairs,  possible  only  from  a  vast 
number  of  instances,  and  the  life  of  burglary  insurance 
has  not  been  sufficiently  long  to  furnish  data  from  which 
the  scientific  principles  of  the  business,  if  they  exist,  can 
be  deduced.  It  may  be  that  the  lapse  of  time,  with  its 
ever  increasing  multiplicity  of  transactions,  will  afford 
a  basis  for  the  desired  inductions,  but  today  each  risk  is, 
in  a  large  measure,  determined  by  its  own  conditions. 
This,  however,  manifestly  does  not  mean  that  there  is  an 
entire  absence  of  system  in  the  business,  and  that  there 
are  no  settled  rules  and  requirements  applied  to  its  ad- 
ministration. That  would  mean  chaos,  and  quite  the 
contrary  is  true. 

We  have,  for  instance,  pointed  out  a  most  efficient  sys- 
tem of  safeguards  against  fraudulent  claims,  and  all 
other  branches  or  departments  of  the  business  are  ad- 
ministered under  their  own  appropriate  rules  and  regula- 
tions. 
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The  initial  matter  is,  of  course,  some  general  standard 
in  regard  to  risks  that  should  be  accepted,  and  under  the 
standard  adopted  by  most  of  the  companies  no  small 
number  of  occupations  are  classed  as  undesirable,  solely 
from  the  nature  of  the  occupation.  It  is  needless  to 
enumerate  the  whole  of  these  "  prohibited  risks,"  but 
among  them  are  retail  boot  and  shoe  dealers,  cutlery 
dealers,  hardware  dealers,  notion  stores,  junk  shops, 
cigar  stores,  fire-arms  dealers,  sporting-goods  dealers, 
secondhand  stores,  imitation  jewelry  concerns,  pawn- 
brokers, sanatoria,  boarding  houses  and  country-stores. 
These  risks  are  tabooed  iu  part  from  the  standpoint  of 
moral  hazard,  and  iu  other  cases  because  the  business 
itself  is  regarded  as  extra-hazardous.  In  some  instances, 
however,  where  the  business  is  of  the  highest  class,  an 
exception  is  made,  and  the  risk  accepted,  and  in  many 
of  these  cases  where  the  stock  of  goods  will  not  be  insured, 
a  policy  covering  the  contents  of  the  safes  may  be  written. 

Notwithstanding  the  fact  that  each  risk  is  so  largely  a 
matter  of  its  own  conditions,  the  premium  rate  is  not 
arbitrary  and  haphazard.  To  illustrate:  For  the  pur- 
poses of  insurance,  mercantile  safes  are  put  by  the 
burglary  underwriter  in  three  classifications:  the  fire- 
proof safe,  the  burglar-proof  safe,  and  the  fire  and  bur- 
glar-proof safe,  all  of  which,  of  course,  depends  upon 
construction  and  material,  with  a  premium  rate  fixed 
in  each  instance  in  accordance  with  the  classification  of 
the  safe.  In  the  case  of  bank  safes  the  time-lock  also 
receives  recognition  as  affording  additional  security. 
There  are,  moreover,  numerous  other  considerations 
which  are  taken  into  account  in  determining  premium 
rates,  among  which  and  of  the  first  importance  is  the 
question  of  police  protection.  The  hazard  is  obviously 
lessened  in  the  case  of  well-guarded  premises,  whether 
by  means  of  an  efiScient  public  force,  or  by  a  private 
watchman  of  the  insured,  and  the  insurance  is  conse- 
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quently  cheaper  Tinder  those  conditions.  Close  regard 
is  always  given  to  this  question,  and  if  there  is  an  undue 
degree  of  exposure,  whether  it  is  on  account  of  an  inade- 
quate public  force  or  a  grossly  inefficient  public  force,  or 
the  absence  of  a  private  watchman  in  circumstances 
where  prudence  demands  he  should  be  employed,  the  risk 
is  rejected. 

Bank  Burglary  Insurance  in  the  stricter  sense  is  writ- 
ten to  only  the  most  limited  extent  in  large  cities,  but  is 
almost  universal  among  the  banks  in  the  smaller  towns 
and  villages  throughout  the  country,  and  this  matter  of 
police  protection  is  consequently  ever  present  with  the 
burglary  underwriter;  most  often  in  the  aspect  of  the 
adequacy  in  the  number  of  the  force  employed.  The  re- 
putation of  a  community  for  law  and  order,  whether  it  is 
good  or  bad,  in  the  highest  degree  affects  the  risk,  and 
may  in  some  circumstances  render  it  uninsurable. 

All  the  leading  companies  are,  as  a  matter  of  sound 
business  policy,  simplifyiag  their  contracts,  and  elimin- 
ating provisions  imposing  merely  technical  requirements 
on  the  insured.  This  tendency  has  probably  gone  about 
as  far  in  the  direction  of  making  policies  incontestable, 
as  the  nature  of  the  business  will  admit ;  and  even  where, 
under  the  provisions  of  the  policy,  the  companies  might 
avail  themselves  of  technical  defenses,  it  has  become  an 
exceedingly  rare  occurrence  for  them  to  resort  to  that 
means  of  defeating  an  honest  and  otherwise  meritorious 
claim. 

A  striking  example  of  the  greater  liberality  in  contract 
provisions  on  the  part  of  the  companies  is  the  change  in 
many  policies  by  which  the  insured  is  no  longer  held  to 
warrant  the  description  of  the  risk,  and  of  material 
statements  affecting  the  same.  The  result  of  the  war- 
ranty, which  was  formerly  universally  required  in  all 
forms  of  underwriting,  was  that,  if  any  statement  was 
found  to  be  false,  the  insured  forfeited  all  right  of 
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indemnity  under  the  policy — a  harsh  rule,  often  working 
great  hardship  and  injustice.  The  underwriters  of 
burglary  insurance  are  introducing  in  some  classes  of 
policies  the  more  lenient  and  far  more  just  provision  that 
an  inaccurate  description  of  the  risk  shall  not  forfeit  all 
right  of  indemnity,  but  that  the  insured  shall,  neverthe- 
less, be  entitled  to  receive  such  amount  under  the  pohcy 
as  his  premium  would  have  purchased  had  the  risk  been 
correctly  described. 

A  source  of  perpetual  annoyance  to  underwriters  of 
Burglary  Insurance  is  the  constant  and  persistent  efforts 
of  policyholders  to  obtain  payment  for  articles  that  have 
been  lost,  or  that  have  merely  "  disappeared."  Many 
of  these  claims  are  deliberate  attempts  at  fraud  by  per- 
sons who  know  perfectly  well  that  the  claim  is  not  within 
the  provisions  of  the  policy,  and  that  the  company  is 
under  no  obligation  whatever  to  indemnify  against  such  a 
loss.  And  it  sometimes  happens  that  the  broker,  through 
whom  the  insurance  has  been  placed,  will  support  such  a 
claim  with  the  idea  that  the  company  will  not,  by  a 
refusal  to  settle,  incur  his  displeasure,  and  the  conse- 
quent loss  of  business. 

Other  persons,  however,  make  such  claims  in  the  ut- 
most good  faith.  They  are  absolutely  unable  to  compre- 
hend the  nature  of  their  contract  with  the  company,  their 
rights  under  the  policy,  and  the  real  obligations  the  com- 
pany has  assumed.  Their  reasoning — and  beyond  that 
they  cannot  discriminate — is  that  the  insured  article  is 
lost,  it  has  disappeared,  and,  therefore,  the  company 
must  pay  them  for  it.  To  their  minds,  "  the  felonious 
abstraction,"  for  which  the  policy  provides,  and  disap- 
pearance from  whatever  cause,  mean  the  same  thing,  and 
they  consider  that  they  are  not  merely  insured  against 
the  loss  of  their  possessions  by  larceny,  but  against  their 
mere  disappearance. 

A  case  came  under  the  notice  of  the  writer  recently. 
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which  may  belong  to  the  one  class  or  the  other  above 
indicated,  as  you  may  choose  to  think.  A  woman  carry- 
ing a  theft  policy  made  claim  against  the  company  for  a 
valuable  ring.  It  was  disclosed  that  prior  to  the  attempt 
to  collect  for  the  ring  as  stolen  she  had  advertised  the 
loss  in  the  newspapers,  with  an  offer  of  a  reward,  and 
stated  the  time  of  the  loss  and  the  streets  on  and  between 
which  it  had  occurred.  The  case  is  an  extreme  one,  for 
those  who  assert  such  claims  usually  do  not  first  advertise 
the  circumstances  of  the  loss  in  the  papers. 

It  has  been  decided  to  deal  with  the  situation  which 
claims  of  this  character  produce,  by  expressly  covering 
it  in  the  contract,  and  it  is  accordingly  now  provided  in 
many  policies  that  the  insured  shall  produce  direct  and 
affirmative  evidence  that  the  alleged  loss  was  due  to 
burglary,  theft  or  larceny,  and  that  the  "  disappearance 
of  an  article  shall  not  be  deemed  such  evidence." 

It  is  probably  correct,  as  has  been  stated,  that  in  the 
year  1885  only  one  company  in  the  United  States  was 
engaged  in  writing  Burglary  Insurance  was  the  smaU 
company  doing  an  almost  entirely  local  business  at 
Eeading,  Pa.  In  the  year  1910  thirty  odd  companies 
were  writing  burglary  lines  in  this  country,  five  of  the 
number  being  foreign  companies  organized  in  England 
and  in  Germany.  Of  course,  these  thirty  odd  companies 
do  not  confine  themselves  exclusively  to  burglary  insur- 
ance, but  write  other  lines  as  well.  The  number  of  com- 
panies in  England  engaged  in  burglary  underwriting  in 
1910  was  eighty  odd.  The  companies  operating  in  the 
United  States  in  the  year  1910  received  in  premiums  from 
their  burglary  business  the  aggregate  amount  of 
$2,781,461  and  they  paid  in  losses  in  that  year  $803,243. 
The  business  was  profitable  to  the  companies  engaged  in 
it  with  few  exceptions,  since  the  loss  and  expense  ratio 
was  not  disproportionate,  and  the  premiums  provided 
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for  the  cost  of  getting  the  business  and  left  a  substantial 
margin  to  the  good. 

On  the  figures  we  have  given,  burglary  insurance  is 
justified  of  its  record.  On  the  purely  financial  side  we 
find  the  business,  though  still  in  its  infancy,  sound,  firmly 
established,  profitable  and  attractive  as  an  investment, 
yielding  satisfactory  returns  on  capital  and  with  immense 
future  possibilities.  But  insurance  in  all  lines  possesses 
another  side  than  the  purely  financial,  and  is  in  some 
degree  in  the  nature  of  a  benefaction  inasmuch  as  it  is  the 
instrumentality  of  a  boon  or  benefit  of  which  its  object 
would  otherwise  be  deprived  in  his  hour  of  need.  Tested 
by  this  standard,  also,  burglary  insurance  is  an  agency  of 
great  good  to  its  beneficiaries.  Through  the  indemnity 
to  which  he  is  entitled  under  his  burglary  policy,  the  vic- 
tim of  theft  or  robbery  is  not  infrequently  saved  from 
insolvency  and  financial  ruin,  which  the  loss  would  other- 
wise irretrievably  entail.  This  right  of  indemnity  is  a 
most  valuable  asset,  a  basis  of  credit  on  which  a  reorgan- 
ization may  be  effected  and  a  business  given  a  new  lease 
of  life  when  there  would  be  no  other  possible  source  from 
which  capital  could  be  obtained. 

Burglary  insurance  has,  therefore,  by  reason  of  the 
important  functions  it  performs,  and  the  great  benefits 
it  offers,  assumed  the  rank  of  an  institution  among  the 
agencies  of  the  business  world,  and  is  certain  to  grow  in 
usefulness  and  in  popular  favor. 
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Chaptbe  LV 

AUTOMOBILE  INSUEANCE 

By  Chaeles  D.  Dttnlop 

MoDBEN  as  the  automobile  is,  it  was  in  use  for  a  number 
of  years  before  a  satisfactory  contract  of  insurance  was 
devised  to  protect  the  owner  from  the  several  hazards  to 
which  property  of  this  character  is  subjected.  The  auto- 
mobile as  a  commercial  product,  that  is,  as  a  factor  in 
the  wealth  and  activities  of  this  country,  might  be  said 
to  date  from  1892,  as  prior  to  that  time  the  capital  in- 
vested in  the  manufacture  of  automobiles  was  so  small 
as  to  have  no  bearing  upon  the  wealth  of  the  country. 

The  first  statistics  that  have  been  recorded  covering 
the  total  annual  product  of  the  automobile  industry  in 
the  United  States  are  for  1899,  when  an  output  of  a  little 
over  $1,000,000  was  reported.  In  1903  this  increased  to 
$16,000,000  and  has  grown  by  leaps  and  bounds  until  the 
figures  of  1910,  when  the  total  value  of  the  product  of 
the  single  year  reached  $225,000,000.  These  figures  re- 
present only  the  output  of  American  factories.  Our  ex- 
ports for  the  past  few  years  have  exceeded  the  imports 
of  individual  buyers.  In  estimating  property  values 
created  by  this  industry,  our  exports  are  more  than  offset 
by  the  enormous  sum  represented  in  the  output  of  fac- 
tories engaged  in  making  automobile  accessories,  such 
as  tires,  lamps,  tops,  windshields  and  the  individual  parts 
that  are  used  by  many  builders  who  assemble,  in  whole 
or  in  part,  the  cars  bearing  their  name ;  nor  would  it  be 
fair  to  assume  that  the  full  values  created  by  the  auto- 
mobile industry  represented  new  insurable  values,  for, 
while  many  of  the  vehicles  are  purchased  solely  for 
pleasure  by  people  who  had  not  maintained  a  stable,  a 
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large  percentage  of  the  cars,  both  pleasure  and  commer- 
cial, represent  values  previously  expressed  in  carriages 
or  wagons.  In  fact,  a  modern  five  ton  truck  would  re- 
place two,  if  not  three,  drays  and  a  half  dozen  horses. 

Though  we  are  pleased  to  regard  the  automobile  as  a 
recent  invention,  it  is  by  no  means  new,  as  the  term 
"  automobile  "  in  this  country  is  used  to  describe  any 
self-propelled  vehicle,  regardless  of  the  power  used  or 
the  purpose  for  which  the  vehicle  was  built.  Perhaps  the 
Manumotive  vehicles  used  iu  China  early  in  the  fifteenth 
century  and  a  carriage  or  chariot  of  similar  motive  power 
mentioned  in  Grecian  history  could  hardly  be  termed  self- 
propelled  vehicles,  though  containing  or  carrying  their 
motive  power.  The  principle  involved  was  no  doubt 
similar  to  that  of  a  vehicle  built  in  Germany  about  1650 
which  was  propelled  by  two  men  riding  upon  it  and  turn- 
ing a  crank,  a  motive  power  common  upon  our  American 
railways  for  the  past  fifty  years.  In  connection  with  the 
description  of  this  invention,  it  is  stated  that  two  heralds 
were  required  to  blow  upon  horns  warning  pedestrians 
of  its  approach,  a  statutory  precaution  that  exists  in 
some  parts  of  New  England  today,  where  it  is  required 
that  all  steam  rollers  must  be  preceded  by  a  man  bearing 
a  red  flag  by  day  or  a  red  light  by  night.  Early  in  the 
eighteenth  century  reference  is  made  by  both  French  and 
English  writers  to  various  attempts  to  construct  a  road 
vehicle  propelled  by  steam  generated  in  a  boiler  carried 
within  the  vehicle.  The  first  authentic  description,  how- 
ever, of  any  such  invention  is  that  of  Captain  Nicholas 
Joseph  Cugnot  of  the  French  Army,  who  completed  and 
operated  with  a  reasonable  measure  of  success  a  self- 
propelled  steam  wagon  in  1769. 

As  early  as  1840  we  find  record  of  a  number  of  steam 
propelled  vehicles  being  in  use  in  England,  designed  to 
carry  both  passengers  and  freight,  and  between  1840  and 
1850  stage  coaches  carrying  from  eight  to  twelve  pas- 
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sengers  were  operated  with  some  measure  of  success  and 
apparently  with  reasonable  profit  on  some  of  the  English 
highways.  The  slow  development  in  the  self-propelled 
vehicle  was  due  more  largely  to  prejudice  on  the  part  of 
the  public  than  to  a  want  of  engineering  skill.  With  the 
earlier  appearance  of  these  vehicles  on  the  highways  of 
England,  laws  were  immediately  passed  restricting  their 
use,  finally  driving  them  from  the  roads  altogether. 
They  were  extremely  heavy,  cumbersome  vehicles,  oc- 
cupying a  large  portion  of  the  roadway,  blocking  it  en- 
tirely whenever  they  endeavored  to  turn  around,  and  no 
doubt  made  a  great  deal  of  noise.  We  find  reference  in 
the  description  of  one  of  these  steam  stages  or  carriages 
to  the  fact  that  it  could  only  be  turned  by  going  around 
a  large  circle,  presumably  by  waiting  until  it  reached 
some  village  where  it  could  run  around  a  block. 

In  1885  the  internal  combustion  high  speed  gas  engine 
was  invented  by  Gottlied  Daimler,  and  shortly  after  this 
a  somewhat  similar  engine  was  manufactured  by  Carl 
Benz  of  Mannheim  and  used  successfully  in  propelling 
tricycles.  With  the  creation  of  the  internal  combustion 
gas  engine  new  interest  was  aroused  and  automobile  de- 
velopment started  up  with  considerable  activity,  partic- 
ularly in  France  where  the  earlier  stages  of  its  develop- 
ment took  place. 

Automobile  construction  was  not,  however,  taken  up  in 
the  United  States  until  1891  or  1892,  when  Mr.  Charles  E. 
Duryea  of  Eeading,  Pa.,  completed  a  practical  four- 
wheeled  vehicle,  which  embodied  many  of  the  principles 
now  retained  in  the  construction  of  gasolene  cars.  Sev- 
eral other  men,  many  of  them  still  living  and  identified 
with  the  industry,  brought  out  their  initial  efforts  at 
approximately  the  same  time.  The  first  ten  years  of  this 
industry  saw  many  failures,  though  there  are  now  several 
hundred  corporations  or  firms  in  the  United  States  en- 
gaged in  building  automobiles,  more  than  half  of  which 
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conduct  this  enterprise  in  connection  with,  or  in  addition 
to,  some  other  line  of  manufacturing. 

In  the  earlier  stages  of  automobiling  when  cars  were 
restricted  to  the  use  of  the  rich  and  for  pleasure  only, 
they  were  insured,  no  doubt,  against  loss  by  j&re  under 
the  regular  fire  policies  of  the  companies  and  in  the  same 
manner  as  any  other  property,  but  the  need  for  broader 
protection  was  soon  evident  and  early  in  1902  the  Boston 
Insurance  Company  of  Boston  offered  a  contract  to  the 
automobile  owners  which  insured  them  against  the  haz- 
ards of  fire,  transportation  and  theft,  shortly  followed  by 
a  reformation  of  the  policy  to  include  the  hazard  of  col- 
lision, and  it  is  of  interest  to  note  that,  while  this  com- 
pany was  the  pioneer  in  this  form  of  insurance,  except 
for  a  few  earlier  contracts  written  at  Lloyds,  London, 
their  form  of  cover  and  the  rate  charged  are  substan- 
tially the  same  today  as  they  were  in  the  infancy  of  the 
business.  Some  time  elapsed  before  any  other  company 
took  up  this  form  of  insurance,  though  the  Boston  was 
followed  later  on  by  practically  all  of  the  marine  com- 
panies doing  business  in  the  United  States. 

The  automobile  output  of  the  country  having,  in  1907, 
exceeded  $100,000,000,  the  attention  of  other  companies 
whose  charters  did  not  permit  the  writing  of  this  class 
of  business  was  drawn  to  this  new  field  of  premium 
income,  with  the  result  that  a  number  of  the  fire  com- 
panies sought  amendments  in  their  charters  permitting 
them  to  assume  the  hazards  of  an  inland  marine  business, 
and  the  competition  from  that  time  on  rapidly  increased. 
At  the  present  time  there  are  engaged  in  the  automobile 
insurance  business  in  this  country  about  eighteen  regular 
marine  companies  and  some  fifteen  fire  companies  whose 
charters  permit,  by  recent  amendment  or  otherwise,  the 
assumption  of  this  hazard.  There  are  also  a  number  of 
mutual  companies  located  in  different  parts  of  the  coun- 
try which  offer  automobile  contracts  of  one  form  or  an- 
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other,  thougli  as  a  rule  they  are  not  as  liberal  in  their 
provisions  as  those  of  the  stock  companies. 

In  addition  to  these,  there  are  about  twenty-five  cas- 
ualty companies  engaged  in  insuring  against  the  hazards 
incident  to  the  operation  of  automobiles  which  come 
under  their  charters. 

What  is  known  as  a  full  cover  on  an  automobile  in- 
cludes insurance  against  the  hazards  of 

(a)  Fire  or  explosion. 

(b)  Transportation,  i.  e.,  derailment  and  collision. 

(c)  Theft. 

(d)  Damage  by  fire  to  personal  effects  carried  upon 
the  car. 

(e)  Damage  to  other  property  by  being  in  collision 
with  the  automobile  insured — ^known  as  property  dam- 
age. 

(f)  Damage  to  the  automobile  insured  by  being  in 
collision  with  some  other  object. 

(g)  Loss  of  life  or  injury  to  the  occupants  of  the  car 
and  legal  liability  for  expenses  in  connection  therewith. 

(h)  Loss  of  life  or  injury  to  others  and  legal  liability 
for  expenses  in  connection  therewith. 

The  hazards  enumerated  under  headings  a,  b  and  c 
are  all  covered  under  the  general  floater  policy  issued  by 
the  marine  companies,  to  which  by  endorsement  or  a 
rider  and  for  a  further  premium  are  added  the  hazards 
described  under  d,  e  and  f.  The  hazards  enumerated 
under  g  and  h  are  covered  under  the  contracts  of  the 
casualty  companies,  which,  when  their  charters  permit, 
also  assume  the  hazards  described  under  e  and  f. 

While  the  rates  charged  for  these  various  forms  of  in- 
surance seem  burdensome,  they  are  no  greater  than  the 
necessities  of  the  business  require,  as  is  evidenced  by 
the  fact  that  there  has  been  little  change  in  the  premium 
charges  "of  the  companies,  notwithstanding  the  enor- 
mously increased  competition. 
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The  industry  is  in  its  infancy  and  as  an  underwriting 
problem  not  fiilly  understood.  No  phase  of  the  insurance 
business  at  the  present  time  expresses  such  a  marked 
opportunity  for  moral  hazard,  and  until  cars  are  more 
perfectly  constructed  and  more  nearly  standardized,  re- 
moving the  need  and  the  incentive  to  replace  old  cars 
with  new  each  season,  there  can  be  little  hope  of  any  ma- 
terial reduction  in  the  cost  of  insurance. 
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Chapter  LVI 

CEEDIT  INSUEANCE 

By  E.  M.  Tkeat 

Credit  insurance  is  a  contract  for  one  year  issued  solely 
to  manufacturers  and  jobbers,  guaranteeing  to  reimburse 
the  insured  for  losses  sustained  through  the  insolvency 
of  debtors,  occurring  during  the  term  of  the  bond,  in 
excess  of  an  agreed-upon  initial  loss  to  be  borne  by  the 
insured,  on  sales  of  merchandise  shipped  and  delivered 
thereunder. 

The  magnitude  of  the  daily  trade  transactions,  the 
growing  extension  of  sales  on  credit  by  wholesalers 
direct  and  through  traveling  salesmen  to  scattered  and 
distant  customers,  the  enormous  losses  sustained  by 
wholesalers  through  insolvency  of  their  debtors,  the 
totals  each  year  reaching  huge  proportions,  frequently 
exceeding  in  amount  the  losses  by  fire,  demanded  that  in 
some  way  the  wholesaler  who  parted  with  his  goods  on 
the  faith  of  the  financial  and  paying  ability  of  his  cus- 
tomers should  be  protected  against  a  curtailment  of 
profits  and  a  possible  depletion  of  capital  through  bad 
debts,  where  reasonable  prudence  had  been  used  in 
extending  credit.  Credit  insurance  supplies  this  pro- 
tection. 

Up  to  1898  credit  insurance  was  in  practically  a  forma- 
tive and  experimental  stage,  the  insurance  being  of  a 
restricted  nature  and  written  at  a  low  premium  rate. 
Upon  the  passage  of  the  national  bankruptcy  law  in  1898, 
the  policies  were  greatly  broadened,  covering  all  forms 
of  insolvency  and  have  from  time  to  time  been  further 
liberalized. 

Under  the  policy  the  insured  bears  the  risk  of  the 
normal  loss  on  his  year's  business.    This  initial  or  own 
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risk  consists  of  a  certain  specified  percentage  of  his 
annual  sales,  the  amount  of  which  is  determined  by  cal- 
culation based  on  his  record  of  losses,  the  normal  loss  in 
his  line  of  business,  and  a  consideration  of  any  conditions 
or  influences  that  might  affect  the  hazard  of  loss.  The 
excessive  losses,  those  in  excess  of  the  initial  loss,  are 
paid  by  the  company  within  the  limits  of  the  policy. 

The  insurance  provided  by  the  policy  is  limited  to  a 
percentage  of  the  debtor's  worth  represented  by  the  mer- 
cantile agency  rating,  a  table  of  ratings  being  incorpor- 
ated in  the  policy.  The  amount  that  may  be  proven  on 
any  one  debtor  is  limited  to  a  specified  amount.  This 
limit  varies  according  to  the  amount  of  the  policy  and  the 
other  terms  thereof.  The  insured  has  the  privilege  of 
selecting  which  one  of  the  standard  mercantile  agencies 
shall  govern  the  ratings  under  the  policy. 

There  are  two  kinds  of  policies :  first,  what  is  known  as 
the  regular  policy;  second,  what  is  known  as  the  com- 
bination  policy. 

Under  the  regular  policy,  insurance  is  provided  against 
losses  occurring  through  the  insolvency  of  debtors  having 
a  first  and  second  grade  rating  as  set  forth  in  the  table  of 
ratings  printed  in  the  body  of  the  policy.  Accounts 
against  rated  customers  are  covered  in  full  to  the  limit 
of  the  liability  on  the  specified  capital  and  credit  rating 
of  the  customer. 

The  premium  on  this  regular  policy  is  usually  $50  per 
thousand  for  the  amount  of  the  policy. 

The  combination  policy  is  a  form  of  policy  combining 
the  full  coverage  of  the  first  and  second  grade  mercantile 
agency  ratings  as  above  indicated  with  what  might  be 
termed  co-insurance  coverage  on  ratings  not  enumerated 
in  such  table  of  ratings.  This  additional  co-insurance 
coverage  on  the  inferior  ratings  is  provided  by  a  rider 
attached  to  the  regular  policy.  It  varies  in  coverage 
according  to  the  requirements  of  each  individual  case. 
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The  premium  on  this  combination  policy  is  usually  $80 
per  thousand  of  insurance,  being  fixed  according  to  the 
amount  of  the  policy. 

The  size  of  the  policy  is  usually  based  upon  the  amount 
of  the  yearly  sales  of  the  insured.  The  following  table 
shows  the  minimum  size  of  the  policies  suggested  for 
respective  sales: 

Sales.                           Policy.  Sales.  Policy. 

$  75,000 $3,000  $    400,000 $10,000 

100,000 5,000                 600,000 12,500 

160,000 5,000                 750,000 15,000 

200,000 6,000              1,000,000 26,000 

260,000 7,000              1,500,000 30,000 

300,000 7,500              2,000,000 40,000 

350,000 8,000     Over  2,000,000 50,000 

The  insolvency  clause  of  the  policy  defines  the  scope  of 
the  insolvency  coverage,  which  embraces  all  legal  forms 
of  insolvency,  national  or  state;  also  compromises,  and 
parties  execution  proof. 

"When  a  debtor  becomes  insolvent,  the  insured  sends  a 
notification  to  the  company  on  blanks  supplied  for  the 
purpose.  The  insured  handles  his  own  claims  against  his 
debtors,  and  is,  of  course,  required  to  use  diligence  in 
collecting  all  amounts  possible  upon  claims  covered  by 
the  policy,  and  in  procuring  their  allowance  against  the 
estates  of  debtors  in  cases  of  bankruptcy,  assignment  and 
receiverships. 

If  any  claim  for  excess  loss  is  made  under  the  policy, 
based  on  notifications  of  insolvency  which  shall  have  been 
given  upon  occurrence  of  individual  cases  of  insolvence, 
a  final  statement  of  claim  is  made  upon  blanks  furnished 
by  the  company,  and  an  adjustment  is  usually  made 
within  sixty  days  after  the  receipt  by  the  company  of  the 
final  settlement,  and  the  amount  then  ascertained  to  be 
due  on  covered  proved  losses  becomes  payable  at  once. 

The  method  of  adjustment  is  to  deduct  from  each  loss 
covered  and  proven  under  the  policy,  the  amount  collected 
from  the  debtors  and  the  amounts  still  shown  to  be  col- 
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lectible,  and  from  the  aggregate  amount  of  the  net 
covered  and  proven  losses,  the  agreed  initial  loss  to  be 
borne  by  the  insured  is  deducted,  and  the  balance,  not 
exceeding  the  amount  of  the  policy,  is  the  amount  due  the 
insured. 

If  the  insured  accepts  and  pays  for  a  renewal  policy, 
covered  losses  occurring  under  the  renewal  policy 
on  sales  made  thereunder  as  well  as  on  sales  made  under 
the  policy  immediately  preceding,  are  covered  under  the 
new  policy  the  same  as  though  they  had  been  shipped 
under  the  new  policy. 

Principal  Conditions  of  Policy 

Initial,  Loss.  The  initial  loss  to  be  borne  by  the  in- 
demnified shall  be  1  per  cent,  (some  cases  less,  some 
more)  of  the  total  amount  of  the  gross  sales  by  the  indem- 
nified of  merchandise  shipped  and  delivered,  during  the 
term  of  this  bond,  in  the  United  States  and  Dominion  of 
Canada,  but  said  percentage  shall  be  calculated  on  sales 
of  not  less  than  $500,000  (figures  used  are  for  illustrative 
purposes  only),  and  said  initial  loss  shall  be  deducted 
as  hereinafter  provided,  from  the  aggregate  amount  of 
the  net  covered,  proved  losses  ascertained  in  the  adjust- 
ment. 

Coverage.  No  loss  is  covered  by  this  bond,  unless  the 
debtor  to  whom  the  goods  were  shipped  and  delivered 
shall  have  in  the  latest  published  book  of  the  selected 
mercantile  agency  at  the  date  of  the  shipment  one  of  the 
ratings  of  the  said  agency,  both  as  to  capital  and  credit, 
as  tabulated  below. 

The  gross  amount  to  be  covered  on  any  one  insolvent 
debtor  shall  be  limited  to  30  per  cent,  of  the  lowest 
amount  of  his  capital  rating  where  the  first  credit  rating 
follows,  but  shall  also  be  limited  to  $10,000  gross. 

The  gross  amount  to  be  covered  on  any  one  insolvent 
debtor  shall  be  limited  to  25  per  cent,  of  the  lowest  amount 
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of  Ms  capital  rating  where  the  second  credit  rating  fol- 
lows, but  shall  also  be  limited  to  $7,500  gross. 

Bbadstbebt  Mercantile  Agency  Ratings. 

Credit  ratings  in  this  table  are  to  be  read  only  with  respective  capital  ratings 
on  the  same  line. 


Capital 
Rating. 

First 

Credit 

Rating. 

Second 
Credit 
Rating. 

Capital 
Rating. 

First 
Credit 
Rating. 

Second 
Credit 
Rating. 

G 

H 

J 

K 

L 

M 

N 

O 

P 

Aa 

Aa 

A 

A 

A 

A 

A 

B 

B 

A 
A 
B 
B 
B 
B 
B 
C 
C 

S 
T 
U 
V 

w 

X 

B 
B 
C 
C 
C 
D 
D 
D 

C 

c 

D 
D 
D 

E 
E 

R.  G.  Dun  &  Co.  Mbbcantile  Agency  Ratings. 

Credit  ratings  in  this  table  are  to  be  read  only  with  respective  capital  ratings 
on  the  same  line. 


Capital 
Rating. 

First 
Credit 
Rating. 

Second 
Credit 
Rating. 

Capital 
Rating. 

First 
Credit 
Rating. 

Second 
Credit 
Rating. 

Aa 

A+ 

A 

B+ 

B 

c+ 
c 

D+ 

Al 
Al 
Al 

1 

1 

1 

1^ 

1^ 

IM 

IH 

2 

2 

D 

E 
F 
G 
H 
J 
K 

2 

2H 

3 

3 

3 

3H 

2 

2K 
3 
3H 

3H 

If  the  indebtedness  of  any  debtor  at  the  time  of  insol- 
vency is  for  shipments  made  under  different  governing 
ratings,  the  limits  applicable  to  each  governing  rating 
shall  apply  to  the  shipments  made  under  such  rating  but 
the  combined  gross  amount  to  be  covered  on  the  entire 
indebtedness  shall  not  exceed  the  limits  applicable  to  the 
debtor's  most  favorable  governing  rating. 

The  books  of  said  mercantile  agency  shall  respectively 
govern  shipments  from  the  first  day  of  the  month  named 
by  said  book  to  the  first  day  of  the  month  named  by  the 
next  subsequent  book,  except  that  where  said  mercantile 
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agency  increases  or  reduces  a  rating,  shipments  made 
after  the  indemnified  has  received  notice  that  the  rating 
has  been  increased  or  reduced  shall  be  governed  by  such 
change. 

Names  Not  in  Book.  A  shipment  to  a  debtor,  whose 
name  does  not  appear  in  the  said  latest  published  book  at 
the  date  of  the  shipment,  shall  be  govern,ed  by  the  rating 
in  the  latest  report  of  said  agency  on  such  debtor  com- 
piled within  four  months  prior  to  the  shipment,  and  if  no 
such  report  was  compiled  within  four  months  prior  to  the 
shipment,  then  by  the  first  report  of  said  agency  on  such 
debtor  compiled  within  four  months  after  the  shipment. 
Every  such  governing  rating  shall'  have  the  same  effect  as 
if  contained  in  said  latest  published  book  at  the  time  of 
shipment. 

Insolvency  Defined.  A  debtor  shall  only  be  deemed 
to  be  insolvent  for  the  purposes  of  this  bond : 

(1)  When  his  assets  are  held  in  any  judicial  procaed- 
ing  to  be  insufficient  to  pay  his  debts  in  full. 

(2)  When  a  petition  in  bankruptcy  or  insolvency  is 
filed  by  or  against  him  imder  the  laws  of  the  United 
States,  or  any  state  or  territory  thereof,  or  of  Canada. 

(3)  When  he  makes  a  compromise  of  his  indebted- 
ness with  a  majority  of  his  creditors  in  number  and  in 
amount. 

(4)  When  he  makes  an  assignment,  or  a  deed  of  trust 
or  a  chattel  mortgage  conveying  his  stock  in  trade,  for  the 
benefit  of  his  creditors  in  general,  with  or  without  pre- 
ferences. 

(5)  When  a  writ  of  attachment  or  execution  against 
the  debtor,  whether  in  favor  of  the  indemnified  or  any 
other  creditor,  is  returned  unsatisfied. 

(6)  When  his  stock  in  trade  is  sold  under  a  writ  of 
attachment  or  execution. 

(7)  When  a  receiver  is  appointed  for  the  debtor,  and 
his  insolvency  is  alleged  in  the  application  therefor. 

(8)  When  such  receiver  is  appointed  without  that 
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allegation,  provided  the  receiver  reports  in  writing,  or 
any  decree  or  order  of  court  shows,  that  insolvency 
exists.  ( Such  report  shall  accompany  either  the  notifica- 
tion of  insolvency  or  the  final  statement.) 

(9)  When  the  debtor  absconds,  or  sells  out  or  trans- 
fers his  stock  in  trade  in  bulk,  provided  any  mercantile 
agency  or  any  attorney  in  active  practice  in  the  county  or 
city  in  which  the  debtor  did  business,  reports  in  writing 
that  the  claim  against  the  debtor  is  not  collectible.  (Such 
report  shall  accompany  either  the  notification  of  insol- 
vency or  the  final  statement.) 

(10)  The  death  or  insanity  of  a  sole  debtor,  provided 
the  executor,  administrator  or  guardian  reports  in 
writing,  or  any  judgment  or  decree  or  order  of  court 
shows,  that  the  estate  is  insufficient  to  pay  the  debts  in 
full.  (Such  report  or  a  copy  of  such  judgment  or  decree 
or  order  shall  accompany  either  the  notification  of  insol- 
vency or  the  final  statement.) 

(11)  A  debtor  who  owes  the  indemnified  not  more 
than  $150,  and  who  has  ceased  to  do  business,  provided 
the  notification  of  insolvency  to  the  company  is  accom- 
panied by  a  report  in  writing  from  any  mercantile  agency 
or  any  attorney  in  active  practice  in  the  county  or  city  in 
which  the  debtor  did  business,  stating  that  the  claim  is 
not  collectible. 

Notification  of  Insolvency.  Notification  of  each  in- 
solvency under  the  bond  must  be  given  by  the  indemnified 
to  the  company  upon  blanks  supplied  by  it,  and  must  be 
received  by  it  at  its  office,  during  the  term  of  the  bond, 
and  within  twenty  (20)  days  after  the  indemnified  shall 
have  received  information  of  such  insolvency;  otherwise 
the  loss  shall  not  be  included  in  the  adjustment. 

But  if  information  of  an  insolvency  shall  be  received 
too  late  to  enable  the  indemnified  to  notify  the  company 
during  the  term  of  the  bond,  then  notification  of  such 
insolvency  to  the  company  within  twenty  (20)  days  after 
the  expiration  of  the  bond  shall  be  sufficient. 
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Attention  to  Salvage.  The  indemnified  shall  en- 
deavor to  obtain  all  amounts  possible  upon  claims  covered 
by  this  bond,  and  shall  use  diligence  in  procuring  their 
allowance  against  the  estates  of  the  debtors  in  cases  of 
bankruptcy,  assignment,  receivership  or  other  adminis- 
tration of  insolvent  estates. 

Final  Statement  of  Claim.  If  any  claim  for  excess 
loss  is  made  under  the  bond,  based  on  notifications  of  in- 
solvency which  shall  have  been  received  by  this  company 
as  required  by  Section  3,  a  final  statement  of  the  claim 
duly  sworn  to,  shall  be  made  by  the  indemnified  upon 
blank  forms  which  will  be  furnished  by  the  company  upon 
application,  and  such  final  statement  must  be  received  by 
the  company  at  its  office  within  thirty  (30)  days  after  the 
expiration  of  the  bond;  otherwise  there  shaU  be  no  lia- 
bility under  the  bond. 

The  adjustment  shall  be  had  within  sixty  (60)  days 
after  the  receipt  by  the  company  of  such  final  statement 
and  the  amount  then  ascertained  to  be  due  on  covered 
proved  losses  shall  at  once  become  payable. 

Adjustment.  In  the  adjustment  there  shall  be  de- 
ducted from  each  gross  loss  covered  and  proven  under  the 
bond  the  amounts  collected  thereon,  the  actual  value  of  all 
securities  and  guarantees  held  by  the  indemnified  or  for 
his  benefit,  the  amount  of  goods  returned  or  replevined, 
and  the  amoimts  which  from  any  other  source  have  been 
obtained  or  shall  be  thereafter  obtainable ;  provided  that, 
if  the  indebtedness  of  the  debtor  to  the  indemnified  at  the 
time  of  the  insolvency  is  not  covered  in  full  by  the  bohd, 
then  said  deductions  shall  be  made  pro-rata,  viz. :  in  the 
ratio  which  the  amount  covered  bears  to  the  whole  of  such 
indebtedness.  If  no  mutually  satisfactory  agreement 
should  be  reached  as  to  the  amounts  thereafter  obtain- 
able on  any  loss,  the  company  shall  allow  the  unpaid  part 
of  such  loss,  so  far  as  covered,  and  the  indemnified  shall 
then  assign  to  the  company  the  claim  against  the  debtor, 
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together  with  all  securities  and  guarantees  relating 
thereto,  in  such  ratio  as  the  amount  covered  on  such  claim 
bears  to  the  whole  of  such  claim.  From  the  aggregate 
amount  of  the  net  covered  and  proven  losses  thus  ascer- 
tained there  shall  be  deducted  the  agreed  initial  loss  to 
be  borne  by  the  indemnified,  and  the  balance,  if  any,  not 
exceeding  the  amount  of  the  bond,  shall  be  the  amount 
due  the  indemnified.  If  the  net  amounts  realized  by  the 
company  on  the  claims  assigned  to  it,  as  above  provided, 
shall  in  the  aggregate  exceed  the  sum  paid  to  the  indem- 
nified, the  company  shall  refund  the  net  excess. 

Benefits 

Credit  insurance  offers  to  the  iasured  the  following 
benefits : 

It  adds  to  a  merchant's  capital,  at  small  cost,  a  special 
reserve  equal  to  the  face  of  the  bond,  to  meet  unexpected 
losses  in  business. 

It  offers  collateral  security  upon  inferior  accounts,  and 
protects  against  the  calamities  which  come  upon  pre- 
ferred customers. 

It  affords  a  guaranty  that  losses  on  merchandise  sold 
during  the  year  covered  shall  not  exceed  a  normal,  stated 
percentage  of  the  gross  sales. 

It  protects  profits  against  impairment  through  unex- 
pected and  unavoidable  losses. 

It  protects  against  a  risk  which  every  merchant  must 
otherwise  take. 

To  carry  credit  insurance  is  to  complete  a  chain  of 
protection  in  business.  All  work  is  to  the  end  that  goods 
may  be  sold.  Every  part  of  a  business  relies  on  the 
profits  from  the  sales  of  the  product.  Credit  insurance 
protects  against  excessive  losses  on  the  output  of  the 
business  which  ultimately  passes,  with  profits  added,  into 
the  shape  of  accounts;  that  part  which  represents  the 
finality  of  the  combined  efforts  of  the  entire  organization. 
It  supplies  certainty  for  hope  and  uncertainty. 
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It  is  wise  to  insure  ledger  accounts  representing 
goods  which  have  changed  to  the  form  of  book  accounts 
and  the  value  thus  increased  by  the  added  profits.  Credit 
insurance  is  the  only  means  of  continuing  protection  from 
loss  on  goods  after  title  passes. 

True  economy  justifies  and  requires  the  carrying  of 
credit  insurance.  It  is  a  most  judicious  use  of  money,  the 
right  kind  of  economy,  to  pay  the  premium  to  conserve 
profits,  to  be  protected  against  excessive  losses  on 
total  annual  sales.  To  surrender  protection  on  accounts 
that  mount  up  in  the  aggregate  to  a  large  sum,  simply  to 
apparently  save  a  little  money  in  a  premium,  a  mere  pit- 
tance in  the  percentage  of  the  sales,  is  not  economy ;  it  is 
indeed  opposed  to  economy;  it  is  worse — it  is  neglecting 
to  provide  against  waste;  it  is  an  unjust  assumption  of 
responsibility  without  agreement  of  reparation  in  case 
excessive  losses  occur.  It  is  an  ethical  as  well  as  business 
duty  to  carry  credit  insurance.    It  is  true  economy. 

No  merchant  in  justice  to  himself,  his  house  and  his 
associates,  should  refuse  to  safeguard  his  interests,  con- 
trol his  losses,  prevent  impairment  of  his  profits,  or  de- 
clLue  to  secure  the  best  and  only  obtainable  collateral  on 
his  merchandise  accounts — credit  insurance,  under  which, 
even  though  he  never  sustains  a  loss,  he  receives  immense 
benefit  by  reason  of  its  helpful  influence  on  credits  and 
being  able  to  conduct  business  with  that  serenity  of  mind 
which  always  springs  from  a  sense  of  security. 
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Chaptee  LVII 

FLY-WHEEL  INSURANCE 

By  W.  R.  C.  Cobson 

Okfe  of  the  salient  features  of  our  modern  civilization 
is  the  extensive  use  of  mechanical  power.  All  methods 
of  transportation,  manufacture,  and  even  much  of  our 
domestic  comfort  is  so  dependent  upon  it  that  its  future 
supply  of  energy  has  already  become  a  vital  question 
and  a  prominent  argument  for  the  conservation  of  our 
natural  resources. 

With  mechanical  power  occupying  so  large  a  place  in 
our  scheme  of  life,  it  is  not  strange  that  a  demand  has 
arisen  for  a  distribution  through  insurance  methods  of 
the  cost  of  such  accidents  as  are  inherent  in  its  operation. 
Fly-wheel  insurance  has  thus  come  to  the  front  in  afford- 
ing protection  against  a  hazard  which  though  long  recog- 
nized as  an  accompaniment  of  power  generation  and 
transmission,  has  so  increased  in  frequency  and  magni- 
tude under  the  strenuous  demands  of  modern  practice  as 
to  justify  special  provisions  for  its  underwriting. 

As  fly-wheel  insurance  deals  with  a  mechanical  hazard, 
and  no  clear  comprehension  of  its  characteristics  can  be 
had  without  some  understanding  of  the  nature  and  opera- 
tion of  the  mechanical  structures  in  which  this  hazard 
exists,  it  is  desirable  to  review  those  features  of  power 
plant  mechanisms  which  have  a  bearing  on  this  subject, 
even  at  the  risk  of  dwelling  too  long  on  matters  familiar 
to  many. 

In  every  system  for  the  generation  of  power  there 
exists  one  piece  of  apparatus  whose  duty  it  is  to  produce 
mechanical  motion  from  the  energy  supplied  to  it.  This 
mechanism  may  be  a  water-wheel,  a  turbine,  a  steam  or 
gas  engine.     Whatever  its  construction  or  method  of 
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operation,  if  it  produces  mechanical  motion  from  a  source 
of  potential  energy,  such  a  mechanism  is  designated  in 
engineering  language,  as  a  "  Prime  Mover. ^^  It  is  well 
to  bear  this  definition  in  mind  for  the  term  is  frequently 
used  in  describing  the  conditions  of  a  fly-wheel  insurance 
risk. 

Another  definition  with  which  we  must  become  ac- 
quainted is  that  of  the  structure  from  which  this  class 
of  insurance  is  named.  In  mechanics  a  fly-wheel  is  a 
wheel  with  a  heavy  rim  which  by  virtue  of  its  momentum 
tends  to  equalize  the  effect  of  irregular  driving  efforts 
or  of  driven  resistances,  on  the  rotary  motion  of  the  shaft 
on  which  it  is  mounted.  The  most  common  example  of 
such  a  wheel  is  found  on  a  reciprocating  steam  engine, 
and  to  obtain  a  more  adequate  idea  of  what  a  fly-wheel  is 
and  does,  I  propose  briefly  to  outline  its  functions  ia  con- 
nection with  such  a  mechanism. 

A  steam  engine  consists  elementarily  of  a  fixed  cylinder 
in  which  a  tightly  fitting  piston  is  free  to  move.  By  a 
system  of  valves  steam  is  admitted  alternately  to  the 
spaces  between  the  piston  and  each  end  of  the  cylinder, 
and  by  its  pressure  forces  the  piston  to  move  back  and 
forth  in  what  we  call  a  reciprocating  motion.  Now  a 
reciprocating  motion  or  any  motion  of  matter  in  a 
straight  line  is  a  most  inconvenient  one  for  the  transmis- 
sion of  mechanical  energy,  and  so  means  are  devised  and 
provided  in  the  engine  for  the  transformation  of  this 
reciprocating  motion  into  the  more  convenient  rotary 
motion  of  a  shaft.  The  mechanism  which  accomplishes 
this  transformation  consists  of  a  system  of  rods  connect- 
ing the  piston  to  the  crank  of  a  shaft  whose  axis  lies  at 
right  angles  to  that  of  the  piston.  By  such  connection 
the  intermittent  impulses  of  the  latter  moving  back  and 
forth  in  its  cylinder  are  converted  into  an  irregularly 
exerted  effort  to  turn  the  shaft,  the  motion  of  which  would 
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be  quite  as  irregular  as  these  impulses  were  it  not  for  the 
assistance  of  the  fly-wheel  mounted  on  it. 

The  duty  of  the  shaft  is,  of  course,  to  transmit  the 
power  of  the  engine  either  directly  or  indirectly  to  the 
work  for  which  it  is  required  and  the  performance  of 
work  imposes  a  load  on  the  system  which  appears  on  the 
shaft  as  a  resistance  to  its  turning.  To  overcome  this 
resistance,  the  turning  force  must  be  equal  to  it  at  all 
times.  We  can  conceive  that  the  supply  of  steam  ad- 
mitted to  the  engine  may  be  so  adjusted  as  to  furnish  the 
necessary  total  energy  for  overcoming  this  resistance 
during  one  revolution  of  the  shaft,  but  as  this  energy  is 
imparted  in  impulses,  there  must  be  instants  when  it  is  in 
excess  of  that  required,  and  others  when  it  is  insufficient. 
With  this  conception  of  the  situation  it  is  evident  that  to 
secure  the  constant  turning  force  required,  some  means 
must  be  provided  for  storing  the  excess  energy  of  these 
impulses  for  delivery  to  the  shaft  during  the  periods  of 
their  deficiency  and  in  accomplishing  this  purpose  the 
fly-wheel  may  be  regarded  as  a  temporary  storage  of 
energy,  as  in  fact  it  is. 

A  fly-wheel  is  composed  of  matter  largely  concentrated 
in  its  rim  and  in  accord  with  well-known  physical  laws, 
when  matter  is  set  in  motion  energy  is  absorbed,  so  to 
speak,  which  is  given  out  again  by  it  as  it  comes  to  rest.  It 
is  not  necessary,  however,  for  a  wheel  to  actually  change 
its  condition  from  a  complete  state  of  rest  to  that  of 
motion,  or  vice-versa,  in  order  to  compensate  for  fluctua- 
tions of  the  engine's  impulses.  Energy  is  absorbed  by  it  in 
passing  from  one  velocity  to  a  higher,  or  given  out  again 
in  dropping  to  a  lower,  and  thus  it  is  by  a  fluctuating 
velocity,  that  such  a  wheel  is  enabled  to  accomplish  its 
purpose.  But  nearly  all  the  machinery  or  devices  utiliz- 
ing mechanical  power  require  a  practically  uniform 
velocity  of  rotation.    It  is,  in  general,  therefore,  desirable 
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that  these  fliaetuationB  in  velocity  shall  be  as  small  as 
possible. 

Now  one  of  the  laws  of  matter  in  motion  is  that  the 
energy  absorbed  by  its  momentum  varies  as  the  product 
of  its  mass  and  the  square  of  the  velocity  attained.  How 
the  average  rim  velocity  of  a  wheel  in  accordance  with 
this  law,  affects  the  magnitude  of  its  fluctuations  m 
absorbing  or  giving  out  energy  may  be  best  shown  by  an 
example. 

Suppose  100  units  of  energy  were  required  to  produce 
a  velocity  of  10  feet  per  second  in  the  rim  of  a  wheel.  In 
accordance  with  this  law  of  squares,  121  units  would  be 
required  to  produce  a  velocity  of  11  feet  per  second  in 
the  same  wheel,  a  gain  of  21  units  of  energy  by  a  varia- 
tion of  1  foot  per  second.  If  the  same  wheel  were  brought 
up  to  a  velocity  of  20  feet  per  second,  the  energy  stored 
would  be  proportional  to  the  square  of  20  and  would 
amount  to  400  units,  and  at  22  feet  per  second,  the  energy 
would  reach  484  units.  At  these  higher  speeds  a 
change  of  84  units  of  energy  is  thus  attained  by  a  varia- 
tion in  velocity  of  2  feet  per  second  or  at  the  rate  of  42 
units  of  energy  per  unit  change  in  velocity.  Between  10 
and  11  feet  per  second,  the  change  in  velocity  was  1  foot 
or  10  per  cent,  of  the  initial  velocity  and  effected  a  change 
of  energy  of  21  units.  At  double  the  velocity,  a  change  of 
ten  per  cent — ^in  this  case  two  feet  per  second — affected 
the  energy  to  the  extent  of  84  units,  four  times  the  effect 
of  the  same  relative  variation  of  speed  at  the  lower 
velocities.  The  importance  of  operation  at  high  veloci- 
ties, to  secure  adequate  compensating  effects  on  the  part 
of  the  fly-wheel,  with  minimum  fluctuations  in  its  velocity, 
is  thus  apparent. 

In  consequence  of  all  this,  fly-wheels  are  designed  to 
operate  at  as  high  rim  speeds  as  safety  or  other  condi- 
tions will  permit  and  are  then  made  of  sufficient  weight  to 
produce  the  required  changes  in  energy  by  such  variation 
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in  velocity  as  the  character  of  the  service  will  allow.  High 
velocities  of  fly-wheel  rims  accordingly  are  desirable 
from  the  point  of  view  of  economy  of  material  and  effi- 
ciency of  operation  to  an  extent  which  has  brought  these 
velocities  closer  and  closer  to  the  danger  limit. 

Now  while  this  class  of  insurance  has  derived  its  name 
from  the  wheel  most  liable  to  its  hazard,  it  is  by  no  means 
limited  to  fly-wheels  alone,  but  extends  protection  gen- 
erally against  the  effects  of  accidents  to  revolving  wheels 
of  all  kinds  in  power  transmission  systems.  Wheels 
other  than  fly-wheels  are  used  in  such  systems  almost 
exclusively  for  the  transmission  of  power.  Whatever  the 
type  of  transmission,  it  is  a  universal  law  that  the 
higher  the  velocity  at  which  its  rim  moves,  the  greater 
will  be  the  power  which  a  given  wheel  may  transmit. 
With  all  classes  of  wheels,  therefore,  exists  an  induce- 
ment to  operate  at  high  velocities. 

We  have  seen  that  any  wheel  in  motion,  because  of  its 
mass  and  velocity,  may  be  regarded  as  a  storage  of 
energy.  Now  the  same  danger  attends  its  storage  in  this 
form  as  in  any  other  where  it  is  retained  by  a  mechanical 
structure.  We  know  the  possibilities  of  disaster  from 
the  energy  stored  in  a  steam  boiler,  or  a  gas  holder,  for 
instance,  and  its  storage  in  the  mass  of  a  revolving  wheel 
involves  similar  possibilities.  The  danger  lies  in  its 
sudden  release  from  control  to  dissipate  itself  in  the  per- 
formance of  destructive  work.  Whenever  the  disruptive 
force  of  the  energy  stored  exceeds  the  strength  of  the 
retaining  structure,  the  latter  gives  way  and  the  kind  of 
accident  which  we  call  an  explosion  results. 

In  revolving  wheels,  the  disrupting  force  is  called 
centrifugal  force,  and  the  magnitude  of  this  force  is 
found  to  follow  a  similar  mathematical  law  to  that  gov- 
erning the  energy  stored  in  a  moving  body.  In  other 
words,  it  varies  directly  as  the  mass  of  the  revolving 


416  SPECIAL  INSUEANCE 

body  and  as  the  square  of  its  velocity,  and  might  be 
regarded,  therefore,  as  exerted  by  the  energy  stored. 

To  understand  the  simple  theory  of  the  effects  of  this 
force  on  a  wheel,  it  is  customary  to  consider  the  rim  as 
a  continuous  hoop  or  band  fitted  closely  around  the  ends 
of  the  arms,  much  as  the  steel  tire  on  a  wooden  wagon 
wheel.  In  this  consideration  of  a  wheel  the  arms  are 
secured  to  the  hub,  but  not  to  the  rim,  and  consequently 
have  but  to  resist  the  centrifugal  force  of  the  material  in 
themselves.  The  rim  acting  in  tension  as  a  hoop  has  to 
resist  the  centrifugal  force  due  to  its  own  mass  only. 
Now  as  the  force  tending  to  disrupt  the  rim  varies  as  its 
weight,  we  see  that  any  material  added  to  the  rim  wiU 
increase  that  force  in  proportion  to  the  added  weight. 
As  the  total  strength  of  the  rim  as  a  hoop  in  tension 
depends  on  the  unit  strength  of  the  material  and  its 
sectional  area,  it  follows  for  a  given  material  that  any 
increased  strength  must  be  obtained  by  an  increase  of 
that  area  which  will  be  accompanied  by  a  proportional 
increase  in  weight  and,  therefore,  by  a  proportional  in- 
crease of  centrifugal  force.  The  increase  in  the  strength 
of  a  rim,  therefore,  by  an  enlargement  of  its  dimensions, 
does  not  alter  its  ability  to  withstand  the  centrifugal 
strains  to  which  it  is  subjected.  Again,  as  centrifugal 
force  for  a  given  mass  increases  as  the  square  of  its 
velocity,  it  is  apparent  that  for  a  given  rim  there  will 
exist  a  certain  velocity  at  which  this  force  will  exceed  its 
strength  and  disruption  will  occur.  If  the  ability  to  with- 
stand disruption  is  independent  of  the  rim  dimensions 
as  has  been  shown,  this  bursting  speed  as  it  is  called  must 
depend  only  on  the  unit  weight  and  unit  strength  of  its 
material.  For  instance,  it  can  be  mathematically  shown 
that  a  solid  cast  iron  rim  in  which  the  material  has  an 
ultimate  tensile  strength  of  12,000  poimds  per  square 
inch  and  a  unit  weight  of  0.26  pounds  per  cubic  inch 
must  certainly  burst  at  a  velocity  of  approximately  21,000 
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feet  per  minute,  whatever  its  section  and  whatever  its 
weight. 

In  a  wheel  of  homogeneous  material,  of  the  structure 
we  have  assumed  for  our  theoretical  consideration,  we 
need  not  consider  the  centrifugal  force  acting  on  the 
spokes,  because  the  rim  running  at  a  higher  velocity  than 
any  other  portion  must  always  be  closer  to  the  danger 
limit.  In  a  wheel  as  actually  constructed,  however,  the 
arms  are  cast  with,  or  otherwise  secured  to  the  rim  and 
form  rigid  ties  between  points  on  it  and  the  hub.  Under 
these  conditions,  the  actual  bursting  speed  will  differ 
from  that  determined  by  the  foregoing  theory,  to  a 
greater  or  less  extent.  While  a  discussion  of  this  matter 
is  beyond  the  scope  of  the  present  paper,  we  may  say  in 
general  that  by  tying  the  rim  to  the  spokes  or  arms, 
strains  are  created  which  tend  to  reduce  the  actual  speed 
at  which  disruption  will  occur.  Generally  speaking,  the 
existence  of  spokes  does  not  increase  the  strength  of  a 
wheel  to  resist  centrifugal  force. 

The  larger  proportion  of  fly-wheels  and  pulleys  used 
in  power  systems  are  made  of  cast  iron.  The  ultimate 
strength  in  such  castings  is  generally  assumed  to  lie  be- 
tween 30,000  and  12,000  pounds  per  square  inch;  their 
weight  is  0.26  pounds  per  cubic  inch.  Accordingly,  solid 
wheels  of  this  material  are  expected  to  burst  at  velocities 
of  less  than  21,000  feet  per  minute.  Small  wheels  are 
usually  cast  solid,  that  is,  with  rims,  arms  and  hub  in  one 
piece.  Larger  wheels,  are,  however,  cast  in  two  or  more 
sections  and  the  sections  fastened  at  rim  or  hub  by  a 
bolted  or  other  type  of  joint.  Such  a  joint  can  never  be 
quite  as  strong  as  the  solid  metal,  and  often  because  of 
its  weight,  imposes  additional  strains  on  the  rim.  Dis- 
regarding the  latter  feature,  the  rim's  ability  to  resist 
disruption  must  be  reduced  in  the  ratio  which  the 
strength  of  the  joint  bears  to  the  strength  of  a  solid  sec- 
tion.   For  example,  suppose  a  rim  joint  had  a  strength 
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equal  to  25  per  cent,  of  the  strength  of  the  solid  rim.  The 
rim's  ability  to  resist  centrifugal  force  would  be  no 
greater  than  that  of  its  weakest  part,  namely,  the  joint. 
In  this  case,  the  resistance  to  disruption  would  be  but 
25  per  cent,  of  that  of  a  similar  solid  rim,  while  its  weight 
would  be  practically  the  same.  In  consequence,  and  be- 
cause centrifugal  force  varies  as  the  square  .of  the  ve- 
locity, that  required  to  burst  the  joint  would  be  attained 
at  a  velocity  one-half  that  required  to  burst  a  solid  wheel. 
For  such  a  wheel,  therefore,  disruption  would  be  expected 
at  a  velocity  less  than  11,000  feet  per  minute. 

Steel,  wood  and  paper  pulleys  of  comparatively  small 
sizes  are  also  made  and  used  to  some  extent  and  because 
of  the  relation  of  unit  strength  to  unit  weight  of  these 
materials  have  higher  bursting  rim  velocities  than  those 
of  cast  iron.  Solid  cast  steel  wheels  of  a  tensile  strength  of 
50,000  pounds  per  square  inch  or  four  times  that  assumed 
for  cast  iron  and  of  approximately  the  same  unit  weight 
should  reach  velocities  of  over  40,000  feet  per  minute 
before  bursting. 

As  I  have  suggested,  the  purposes  of  power  generation 
and  transmission  systems,  especially  those  with  which 
fly-wheel  insurance  is  interested,  generally  require  opera- 
tion at  a  nearly  constant  uniform  speed  of  rotation.  The 
fly-wheel  assists  in  this  by  equalizing  the  irregular  im- 
pulses of  a  reciprocating  prime-mover,  but  the  prime- 
mover  itself  must  be  equipped  to  control  the  velocity  by 
means  which  will  insure  an  adequate  and  only  an  ade- 
quate average  supply  of  energy  for  the  demands  of  the 
work  at  that  velocity.  The  device  which  regulates  the  sup- 
ply of  energy  to  the  demands  for  it,  is  called  a  governor, 
and  all  prime-movers  in  a  constant  speed  power  system 
are  equipped  with  such  a  device.  If  the  governor  were 
to  permit  a  supply  of  energy  in  excess  of  that  required 
at  the  selected  speed,  the  excess  would  be  largely  ab- 
sorbed in  the  acceleration  of  the  revolving  masses.    If 
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the  excess  supply  were  continued,  a  bursting  speed  would 
eventually  be  reached  and  disaster  occur.  The  responsi- 
bility for  maintaining  safe  speeds  of  rotation  and  conse- 
quently of  linear  rim  velocities  of  all  wheels  depending 
on  a  particular  prime-mover,  lies  with  its  governor. 

Now  because  centrifugal  force  follows  the  law  of 
squares  in  its  variation  with  the  velocity  of  the  revolving 
body,  it  happens  frequently  that  a  comparatively  small 
difference  exists  between  the  so-called  safe  speed  of 
normal  operation  and  the  theoretical  speed  at  which  dis- 
ruption is  expected.  Take  our  previous  example  of  a 
solid  cast  iron  wheel  with  an  ultimate  strength  of  ma- 
terial of  12,000  pounds  per  square  inch.  It  was  shown 
that  such  a  wheel  should  burst  at  a  rim  velocity  of  about 
21,000  feet  per  minute.  Assuming  a  factor  of  safety  of 
ten,  a  strain  of  1,200  pounds  per  square  inch  would  be 
allowable  and  such  a  strain  would  be  produced  at  a 
velocity  of  a  little  over  6,600  feet  per  minute.  Thus  a 
wheel  with  a  factor  of  safety  of  ten  so  far  as  its  normal 
strains  are  concerned  has  a  factor  of  safety  of  but  the 
square  root  of  ten  or  a  little  over  three  in  speed.  A  rim 
velocity  of  5,000  feet  per  minute — about  a  mile  a  minute 
— was  formerly  considered  the  limit  of  safe  normal  oper- 
ation. The  demands  for  close  regulation  of  speed,  how- 
ever, have  tempted  beyond  this  in  modern  practice  and 
it  is  not  uncommon  to  find  wheels,  whose  rim  joints  are 
but  half  as  strong  as  the  solid  section,  running  at  over 
6,000  feet  per  minute,  thus  having  a  speed  factor  of  safety 
of  much  less  than  three.  With  such  small  margins  be- 
tween normal  and  dangerous  velocities,  the  responsi- 
bility imposed  on  the  governor  is  great,  and  the  failure 
of  this  device  to  properly  control  the  speed  is  the  cause 
of  a  majority  of  the  accidents  for  which  fly-wheel  insur- 
ance pays  the  bills. 

Not  all  accidents  of  the  kind  insured  against,  however, 
are  due  to  excessive  speed.    Loosened  bolts  in  a  joint  or 
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a  weakness  in  the  metal  itself  may  cause  disaster  at 
otherwise  normal  operation.  The  admission  of  water  into 
the  cylinder  of  a  steam  engine  is  always  attended  by  the 
possibilities  of  danger — among  them  that  the  piston  and 
the  shaft  to  which  it  is  connected  may  be  suddenly 
brought  to  a  stop,  while  the  heavy  rim  of  the  fly-wheel 
continues  in  motion.  A  similar  result  may  be  caused  by 
an  obstruction  to  its  motion  falling  into  the  wheel  and 
tearing  its  arms  from  rim  or  hub.  These  are  but  a  few 
of  the  accidents  which  may  and  do  befall  the  complicated 
mechanism  of  power  machinery  to  cause  the  release  of 
the  stored  energy  in  a  wheel  for  the  destruction  of  prop- 
erty and  the  endangering  of  life  or  limb. 

The  extent  of  disaster  resulting  from  an  accident  at 
normal  velocity,  other  conditions  being  equal  should,  how- 
ever, be  much  smaller  than  that  of  one  occurring  at  burst- 
ing speed,  because  of  the  relative  amounts  of  energy 
stored.  If  at  normal  operation  the  centrifugal  strains  are 
but  one-tenth  of  the  ultimate  strength,  the  possibilities 
of  damage  are  ten  times  greater  in  the  event  of  failure 
of  the  governing  devices  than  for  any  cause  of  disruption 
at  normal  speed.  Considerations  along  this  line  will  also 
lead  to  the  conclusion  that  of  a  given  material  wheels 
which  because  of  joint  strength  or  other  structural  weak- 
ness should  burst  at  a  low  velocity  contain  less  power 
for  damage  than  those  of  stronger  construction.  From 
this  point  of  view,  weakness  of  construction  may  be 
argued  a  condition  favorable  to  a  fly-wheel  risk. 

Now  fly-wheel  insurance  has  one  feature  in  common 
with  life  insurance,  namely,  the  selection  of  risks.  But 
the  newer  insurance  goes  a  step  farther  than  the  old  and 
not  only  determines  the  physical  condition  of  the  risk 
before  underwriting  it,  but  also  makes  periodic  examina- 
tions to  see  that  it  is  maintained  in  insurable  condition. 
All  this,  of  course,  requires  the  services  of  men  who  are 
skilled  in  mechanical  matters  and  are  especially  familiar 
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with  the  construction,  purpose  and  operation  of  the 
various  appliances  which  compose  a  power  generating  or 
transmission  system.  In  addition  to  these  qualifications, 
the  inspector  of  fly-wheel  risks  must  have  a  knowledge  of 
the  weaknesses  and  defects  to  which  such  apparatus  is 
liable  and  of  the  conditions  which  render  its  operation 
hazardous.  In  his  preliminary  visit  to  a  plant  he 
examines  not  only  the  structure  of  the  wheels  to  be 
insured,  but  the  entire  circumstances  of  their  purpose,  of 
their  location,  of  their  support  and  of  their  driving 
mechanism.  He  tests  the  material  for  weaknesses,  ex- 
amines belts,  nuts,  keys,  etc.,  to  see  that  they  are  tight, 
and  governors,  relief  valves  and  other  safety  devices, 
that  they  are  in  condition  to  perform  their  several  func- 
tions. He  notes  the  general  condition  of  the  plant,  as 
evidence  of  the  character  of  its  care  and  management, 
and  records  the  result  of  his  inspection  with  his  recom- 
mendations in  a  report  made  to  his  company.  If  the 
latter  is  satisfied  from  this  report  that  the  risk  is  normal, 
a  policy  is  issued.  If,  on  the  other  hand,  it  finds  condi- 
tions which  it  believes  abnormally  hazardous,  it  points 
these  out  to  the  owner  and  shows  him  how  they  may  be 
improved. 

Once  insured,  the  wheels  and  the  power  appliances 
connected  with  them  become  the  objects  of  periodic 
inspections  of  like  character  to  the  first,  and  the  condi- 
tions disclosed  are  included  in  a  report  to  the  assured  as 
Well  as  the  company. 

An  inspection  service  of  this  character  made  by  com- 
petent men  should  be  and  is  appreciated  by  owners  of 
power  plants  as  of  greater  benefit  than  the  indemnity 
afforded  by  the  policy.  No  matter  how  capable  the  man 
employed  as  engineer  or  superintendent  in  charge,  de- 
tails endangering  operation  may  escape  him  which  will 
at  once  attract  the  notice  of  an  inspector  whose  principal 
business  it  is  to  look  for  faults  and  who  from  an  exper- 
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ience  in  many  plants  knows  where  to  look  for  them. 

The  insurance  offered  by  the  several  companies  affords 
indemnity  for  the  loss  or  damage  which  the  assured  may 
sustain  as  a  result  of  an  accident  of  the  class  contem- 
plated. Protection  under  a  policy  of  this  kind  covers  aU 
damage  to  property  either  the  assured 's  or  that  of  others 
for  which  he  may  be  liable,  and  if  desired  also,  the 
assured 's  liability  for  death  or  personal  injury  resulting 
from  the  accident.  A  particular  class  of  accident  is  con- 
templated and  as  suddenness  and  violence  are  character- 
istic of  it,  words  expressing  these  qualities,  such  as  ' '  ex- 
plosion," "  bursting  "  and  "  disruption  "  are  used  in 
the  insuring  clause  of  policies  in  describing  the  hazard 
assumed  and  to  further  prevent  any  misconception  of  its 
nature  the  words  "  while  revolving  "  or  similar  expres- 
sion is  usually  inserted  to  limit  the  condition  of  the  wheel 
to  that  under  which  such  hazard  is  possible. 

The  insuring  company  assumes  the  risk  on  the  basis  of 
the  conditions  disclosed  by  inspection.  Most  important 
among  these  is  the  speed  at  which  the  various  wheels  are 
operated.  As  it  is  easily  possible  to  change  the  speed  and 
consequently  affect  the  hazard,  all  policies  record  the 
velocity  approved  for  the  respective  wheels  insured  and 
provide  that  no  liability  shall  attach  to  the  insurance 
company  from  any  accident  to  a  wheel  while  the  governor 
controlling  it  is  adjusted  for  a  higher  one. 

The  method  of  determining  premium  rates  differs  to 
some  extent  with  the  several  companies.  All,  however, 
recognize  that  the  cost  of  inspection  is  a  large  factor  in 
the  case,  and  that  this  service  must  necessarily  extend  to 
the  prime-mover  which  is  responsible  for  the  speed  of  the 
wheels  driven  by  it.  While  a  failure  of  such  apparatus 
is  not  a  peril  insured  against  by  a  fly-wheel  policy,  the 
existence  of  the  prime-mover  and  its  inspection  must  be 
provided  for  in  the  premium.  To  allow  for  this  a  greater 
rate  is  charged  for  a  wheel  moimted  on  an  engine,  water 
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wheel,  etc.,  than  for  those  which  on  other  shafts  are 
driven  by  it.  Usually  the  wheel  of  largest  diameter  on 
the  prime-mover  is  termed  an  ' '  engine  wheel  ' '  and  takes 
the  full  rate,  while  subsequent  wheels  in  the  same  driven 
system,  whether  on  the  prime-mover  or  on  some  other 
shaft  are  termed  ' '  shaft  wheels  "  or  "  pulleys  ' '  and  are 
covered  at  less  than  full  rate. 

On  the  theory  that  the  weight  and  destructive  power 
of  a  wheel  will  increase  with  its  diameter,  rate  tables  are 
made  to  vary  with  the  diameter  also.  A  few  tables  take 
into  consideration  the  speed  of  normal  operation,  increas- 
ing the  rate  not  only  with  the  size  of  the  wheel,  but  also 
slightly  with  the  speed.  The  latter  system  is  arranged 
in  an  effort  to  provide  for  the  greater  hazard  of  the 
higher  velocities. 

Some  attempt  has  been  made  to  classify  the  hazard 
by  industries,  but  the  statistics  thus  far  obtained  are 
insufficient  as  a  basis  for  such  classification. 

The  Fidelity  and  Casualty  Company  of  New  York  was, 
I  believe,  the  first  company  in  the  country  to  offer  this 
class  of  insurance  and  that  company  is,  therefore,  en- 
titled to  the  credit  afforded  pioneers  in  any  line  of 
endeavor.  It  began  writing  fly-wheel  insurance  in  1901, 
but  not  until  the  year  1906  was  any  record  published  of 
the  encouragement  it  received  from  premiums  collected. 
In  that  year,  however,  data  of  fly-wheel  insurance  was 
required  as  an  exhibit  in  annual  reports,  and  receipts, 
losses,  etc.,  became  a  matter  of  public  record.  The 
Fidelity  and  Casualty  Company,  according  to  this  record, 
was  still,  in  1906,  the  only  company  writing  this  line,  and 
reported  a  total  of  premiums  collected  of  $61,766,  and 
losses  paid  to  the  amount  of  $16,379.  In  spite  of  a  loss 
ratio  of  over  26  per  cent,  thus  indicated — a  high  ratio 
when  expense  of  inspection  and  management  must  be 
added — a  second  company  reported  fly-wheel  business  in 
1907,  and  since  then  each  succeeding  year  has  shown 
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additions  to  the  number  in  the  field.  In  1910  eight  com- 
panies reported  premiums  received  from  this  source  in 
amount  $172,814. 

This  rapid  growth  of  the  business  indicates  both  a 
realization  by  power  users  of  the  hazard  involved  in  the 
operation  of  heavy  wheels  and  an  appreciation  of  the 
opportunity  to  shift  the  risk  to  an  insurance  company. 
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Chapter  LVIII 

LLOYDS 

By  Rxjshton  Peabody 

Peobably  one  of  the  greatest  business  organizations  of 
the  modern  world  is  that  known  as  ' '  Lloyds  ' '  of  London, 
and  certainly  no  other  business  ever  so  extended  its  rami- 
fications to  all  corners  of  the  earth.  It  is  true,  also,  that 
no  great  business  enterprise  ever  had  its  origin  in  a 
smaller  beginning. 

The  name  of  this  great  institution  is  derived  from 
Edward  Lloyd,  who  in  the  seventeenth  century  conducted 
a  small  tavern  or  coffee  house  on  Tower  Street  in  the 
City  of  London.  The  first  mention  of  the  name  of  Edward 
Lloyd  is  in  an  advertisement  in  the  London  Gazette  in 
1688  in  which  he  offered  a  reward  of  one  guinea,  payable 
at  his  Tower  Street  coffee  house,  for  information  that 
would  lead  to  the  arrest  of  "  A  middle  sized  man,  having 
black  curled  hair  and  pock  holes  on  his  face  for  having 
stolen  a  number  of  watches. ' '  In  Edward  Lloyd 's  coffee 
house,  over  which  in  imagination  we  may  see  him  pre- 
siding with  white  apron  and  cap,  the  colossal  business 
which  today  probably  reaches  an  annual  aggregate  of 
hundreds  of  millions  of  pounds,  had  its  inception. 

In  the  early  days  Lloyd's  coffee  house  became  the  meet- 
ing place  of  London  merchants  engaged  in  shipping  or 
foreign  trade,  and,  for  the  accommodation  of  his  patrons, 
Lloyd  appears  to  have  made  it  a  part  of  his  business  to 
collect  and  distribute  to  them  all  the  available  news 
regarding  shipping  and  the  business  carried  on  in  ships ; 
and  so  it  happened  that,  in  the  course  of  time,  Lloyd's 
patrons,  finding  his  information  trustworthy,  got  into  the 
way  of  relying  upon  it  in  the  underwriting  of  insurance 
upon  ships  and  cargoes. 

425 
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In  1692  Lloyd  moved  his  coffee  house  from  Tower 
Street  to  Lombard  Street  and  there,  in  1696,  he  began  the 
publication  of  "  Lloyd's  News,"  which  contained  infor- 
mation upon  a  great  variety  of  subjects,  but  particularly 
that  relating  to  shipping.  "  Lloyd's  News  "  had  but  a 
brief  existence  as  Lloyd  soon  became  involved  in  trouble 
with  the  House  of  Lords  owing  to  a  publication  that  ap- 
peared in  the  columns  of  his  paper,  and  after  six 
months  he  was,  in  consequence,  obliged  to  suspend 
publication ;  and  with  that,  so  far  as  history  is  concerned, 
Lloyd  disappeared  from  view. 

After  twenty-five  years,  however,  in  1721,  publication 
was  resumed  by  his  successor  as  "  Lloyd's  List  "  and 
without  interruption  has  continued  to  the  present  time. 
It  is  now  known  throughout  the  world  as  "  Lloyd's  Eeg- 
ister  of  Shipping." 

During  the  early  history  of  Lloyds  the  merchants  and 
underwriters  frequenting  the  place  were  not  organized 
or  associated  in  any  form,  each  particular  project  receiv- 
ing the  endorsement  of  those  who  happened  to  favor  it 
and  no  security  was  available  but  the  individual  credit  of 
the  underwriters. 

During  the  eighteenth  century  and  early  in  the  nine- 
teenth much  criticism  was  heard  of  the  character  of  the 
business  carried  on  at  Lloyds,  its  critics  denouncing  it  as 
illicit  gambling.  Throughout  its  whole  history,  however, 
Lloyds  underwriters  have  repudiated  any  such  reflection 
upon  their  operations  and  have  strenuously  insisted  that 
in  all  its  phases,  its  business  was  as  legitimate  and  honest 
as  any  other.  It  was  in  1774  that  the  underwriters  and 
brokers,  calling  themselves  "  The  New  Lloyds,"  settled 
down  in  the  Eoyal  Exchange,  and  at  about  this  time 
printed  policies  of  insurance  were  first  made  uniform. 
The  policy  then  adopted,  is,  in  all  substantial  particulars, 
identical  with  the  policy  today  issued  by  Lloyds. 

In  1810  Lloyds  was  subjected  to  a  searching  investiga- 
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tion  by  parliament,  and  in  1811  was  reorganized  and 
started  upon  its  modern  career.  The  association,  how- 
ever, was  not  incorporated  by  act  of  parliament  until 
1871  and  then  for  the  first  time  the  nature  of  its  business 
was  definitely  stated  and  systematized.  The  objects  of 
the  corporation,  according  to  its  charter,  are  the  carrying 
out  of  marine  insurance,  the  protection  of  the  interests  of 
members  of  the  association  and  the  collection,  publica- 
tion and  diffusion  of  intelligence  and  information  with 
respect  to  shipping.  At  this  time,  too,  the  society  or  cor- 
poration greatly  enlarged  that  branch  of  its  business  con- 
sisting of  the  publication  of  shipping  news  and  gave  the 
name  of  "  Lloyd's  Register  of  British  and  Foreign  Ship- 
ping "  to  its  medium  of  publication.  Every  ship  in  the 
world,  upwards  of  100,000  in  number,  recorded  in  the 
Lidex  is  carefully  kept  under  supervision  and  the  varying 
phases  of  its  fortunes  are  reported  in  the  Register.  Every 
port  of  the  world  is  constantly  tmder  observation  by  one 
of  Lloyds  agents,  who  are  invariably  men  of  high  char- 
acter and  experience  in  the  business.  No  new  ship  is 
constructed,  registration  of  which  is  desired  at  Lloyds, 
that  is  not  supervised  in  process  of  construction  by  a 
representative  of  Lloyds  learned  in  the  art  of  shipbuild- 
ing and,  not  infrequently,  plans  and  specifications  are 
varied  in  order  to  conform  to  the  exactions  of  Lloyds' 
managers.  To  be  classed  as  "  Al  "  by  Lloyds,  ample 
assurance  must  be  given  that  the  ship  is  in  every  respect 
an  A  1  risk  and  to  be  A 1  in  Lloyds  Register  is  to  be  a 
desirable  risk  by  any  marine  insurance  in  any  country  of 
the  world.  On  the  other  hand,  to  be  "  Al  at  Lloyds," 
signifies  that  it  would  be  well  for  the  prospective  under- 
writer to  make  inquiries  at  Lloyds  before  assuming  any 
liability,  and  there  information,  available  to  members 
only  and  of  a  confidential  character,  may  be  had  in  the 
most  detailed  form. 

Strictly  speaking,  Lloyds  is  not  an  insurance  company. 
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It  corresponds,  rather,  in  the  shipping  trade  to  Dim  and 
Bradstreet  Mercantile  Agencies  in  general  business. 
Lloyds  classifies  and  rates  ships,  as  Dun  and  Bradstreet 
classify  and  rate  merchants;  and  it  is  upon  Lloyds 
ratings  that  its  members  and  marine  insurance  com- 
panies generally  base  their  judgment  as  to  the  character 
of  the  risk,  just  as  upon  Dun  and  Bradstreet  reports  mer- 
chants base  their  judgment  of  the  credit  of  prospective 
customers. 

There  are  about  2,500  members  of  Lloyds,  variously 
classified.  There  are  subscribers  who  pay  $25  a  year  and 
have  a  right  to  the  information  disseminated  by  Lloyds 
through  its  Eegister,  but  have  no  voice  in  the  manage- 
ment of  the  Association;  non-underwriting  members  who 
pay  an  entrance  fee  of  $60,  and  are  entitled  to  somewhat 
larger  privileges  than  the  former  class ;  and  underwriting 
members,  who  pay  an  entrance  fee  of  $500.  Underwrit- 
ing members  must  also  deposit  securities  of  the  value  of 
from  $25,000  to  $50,000  in  the  hands  of  the  trustees  as 
part  security  for  the  liabilities  assumed  by  them;  and 
this  is  by  no  means  all  of  the  security  available  for  the 
payment  of  claims,  as  each  underwriter  is  further  liable 
to  the  extent  of  his  entire  private  fortune  for  the  amount 
of  the  risk  individually  assumed  by  him.  Not  all  of  the 
underwriting  members  are  in  attendance  at  Lloyds.  They 
have  arranged  themselves  into  syndicates  and  act 
through  representatives  present  in  the  underwriters' 
room.  These  syndicates  consist  only  of  men  of  large 
financial  responsibility  and  have  been  known  to  assume 
liabilities  amounting  to  as  much  as  $200,000,000  in  the 
aggregate. 

It  will  thus  be  seen  that  the  method  of  carrying  on  the 
business  of  insurance  at  Lloyds  is  very  different  from 
that  of  marine  insurance  corporations  in  the  United 
States.  Here  incorporation  is  necessary,  deposits  with 
state  officials  are  required,  taxation  is  imposed  and  the 
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whole  process  of  insurance  in  its  infinite  details  is  regu- 
lated by  statutory  law  and  carried  on  under  state  super- 
vision. 

Lloyds  comparative  freedom  from  regulation  and  ex- 
pense makes  Lloyds  a  most  formidable  competitor  of 
incorporated  marine  insurance  companies  in  the  United 
States  and  other  countries;  but  all  such  business  every 
where  is  dependent  upon  Lloyds  Register  as  practically 
the  only  comprehensive  available  source  of  information 
regarding  ships  and  their  ratings,  particularly  British 
ships. 

The  method  of  doing  business  at  Lloyds  is  very  simple, 
but  very  different  from  the  methods  of  insurance  com- 
panies. When  insurance  is  desired  upon  any  particular 
ship,  a  broker  calls  at  the  underwriters'  room  of  the 
association  with  a  memorandum  showing  name  of  ship 
and  of  its  master,  the  nature  of  the  voyage,  the  subject  or 
subjects  to  be  insured  and  their  value,  and  passes  from 
desk  to  desk  of  the  underwriters,  or  syndicates  of  under- 
writers, until  the  whole  amount  desired  is  secured.  If 
the  vessel  is  rated  "  A  1  "  and  the  master  has  a  cor- 
responding standing,  and  all  other  features  are  satis- 
factory, the  risk  is  speedily  subscribed,  each  under- 
writer's separate  liability  being  definitely  stated  in  the 
policy.  There  is  no  joint  liability  among  the  under- 
writers, each  underwriter  and  his  heirs  being  responsible 
only  for  the  amount  of  risk  specifically  assumed  and  the 
aggregate  of  the  several  liabilities  constitutes  the  sum 
total  of  the  insurance. 

Not  only,  as  stated,  does  Lloyds  keep  a  record  of  the 
career  of  each  ship  in  commission,  but  also  has,  available 
to  members,  authentic  biographies  of  every  ship  master 
in  command  of  a  vessel.  His  whole  career  is  summarized, 
every  instance  of  notable  seamanship  is  recorded  and 
every  unfortunate  or  unseamanlike  experience  is  set 
down  to  his  detriment.     Inasmuch,  then,  as  the  insur- 
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ance  rate  depends  as  largely  upon  the  seamanship  and 
character  of  the  master  as  upon  the  vessel  itself,  owners 
of  vessels  find  it  materially  to  their  advantage  to  procure 
the  services  only  of  those  masters  who  are  known  to  be 
efficient  and  reliable.  It  may  be  incidentally  remarked 
that  this  feature  of  Lloyds  business  constitutes  a  kind  of 
guarantee  to  every  person  contemplating  a  sea  voyage 
that  the  master  of  the  ship,  upon  whose  skill  as  a  navi- 
gator and  executor  his  life  depends,  has  passed  the 
scrutiny  of  the  zealous  agents  of  Lloyds. 

Not  the  least  of  Lloyds  service  to  the  cause  of  honest 
business  and  the  protection  of  the  shipping  industry  is 
its  relentless  ferreting  out,  running  down  and  prosecution 
of  any  fraud  in  connection  therewith.  Prior  to  Lloyds 
activity  along  this  line,  it  was  not  a  difficult  matter  for  a 
scoundrel  engaged,  or  pretending  to  be  engaged,  in  the 
business  of  shipping,  to  make  unlawful  gain  by  wanton 
destruction  of  his  ship.  To  charter  a  ship,  load  her  with 
merchandise,  to  a  greater  or  less  extent  bogus,  send  her 
to  sea  and  scuttle  her,  was  a  comparatively  easy  thing 
before  the  dread  of  Lloyds  prosecution,  never  halting  and 
never  compromising,  confronted  the  would-be  perpetrator 
of  such  crimes ;  but,  thanks  to  the  agency  of  Lloyds,  this 
particular  form  of  crime  has' been  driven  from  the  seas. 

It  will  thus  be  seen  that  many  indirect  benefits  have 
resulted  to  the  world  at  large  from  the  marvelous  thor- 
oughness and  efficiency  with  which  the  management  of 
Lloyds  carries  on  its  operations. 

It  has  often  been  said  that  the  English  people  are  a 
nation  of  tradesmen,  hard-headed,  practical,  mercenary, 
unsentimental,  but  it  is  also  true  that  there  is  no  nation 
in  the  world  so  conservative  of  old  customs  and  institu- 
tions and  so  appreciative  of  matters  of  sentiment  as  the 
English  people.  An  illustration  of  British  conservatism 
is  found  in  a  custom  extant  today  in  the  British  parlia- 
ment.   Hundreds  of  years  ago,  when  the  houses  of  parlia- 
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ment  were  separated  by  a  considerable  intervening  space 
from  the  main  city,  it  was  frequently  a  matter  of  no  small 
risk  to  journey  from  Westminster  to  London,  the  way 
being  a  favorite  place  for  the  operations  of  bold  highway- 
men ;  so  that,  when  a  member  desired  to  return  to  the  city, 
it  was  customary  for  him  to  withdraw  from  the  house  and 
at  the  threshold  shout  out  in  a  loud  voice,  "  Who's  going 
home?"  in  order  to  form  a  little  company  of  those 
returning  to  the  city  and  thereby  secure  a  safe  journey. 
And  to  this  day,  notwithstanding  the  fact  that  parliament 
may  be  said  to  be  geographically  placed  not  far  from  the 
centre  of  the  great  metropolis,  from  time  to  time  some 
member  of  parliament  will  separate  himself  from  the 
body  of  the  house  of  commons  and  shout  in  a  loud  voice, 
"  Who's  going  home?"  the  purpose  being  merely  to  per- 
petuate a  custom  that  once  had  a  meaning  and  a  value. 
That  the  managers  of  Lloyds  are  not  without  appre- 
ciation of  sentimental  things  will  be  seen  from  their 
recovery  and  use  of  the  great  bell  of  the  ship  Lutine.  In 
1791  the  Lutine,  a  French  warship  captured  by  Admiral 
Duncan  and  added  to  the  British  navy,  and  subsequently 
of  the  merchant  marine  of  the  kingdom,  on  her  way  to 
Hamburg  with  a  large  cargo  of  merchandise,  gold  and 
bullion,  sank  with  all  on  board  save  one.  Sixty 
years  afterwards  Lloyds  undertook  to  recover  what 
they  might  of  her  precious  cargo.  As  a  result  of  their 
endeavor,  $110,000  was  recovered  as  well  as  the  ship's 
bell,  which  bore  the  Eoyal  Arms  of  England  and  the  arms 
of  Bourborn  of  France,  and  the  ship's  rudder.  From  the 
rudder  Lloyds  made  a  great  arm  chair  and  a  table  which 
are  to  be  seen  in  the  underwriters'  room,  and  the  bell  is 
today  used  to  precede  announcements  of  news,  good  or 
bad,  as  the  case  may  be,  regarding  a  ship  which  is  in  real 
or  supposed  danger.  The  announcer  of  such  news  takes 
his  place  on  a  little  platform  under  the  bell  that  for  sixty 
years  rested  on  the  ocean's  bed,  and,  when  attention  has 
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been  attracted  by  its  vibrations,  in  a  loud  voice  gives  out 
his  news,  that  may  rejoice  tlie  hearts  of  those  whose 
loved  ones  are  on  board  and  bring  gratification  to  the 
financial  interests  involved,  or  cause  loving  hearts  to 
contract  and  shudder  and  rich  men  to  sit  down  with 
pencil  and  paper  to  figure  out  their  losses. 

While  the  insurance  of  ships  and  cargoes  is  the  only 
official  business  done  by  members  of  Lloyds,  there  is 
hardly  any  conceivable  risk  that,  as  individuals,  they  do 
not  from  time  to  time  underwrite.  They  insure  against 
rain,  and  under  such  a  policy  a  provider  of  holiday  enter- 
tainment may  insure  against  loss  by  rain.  The  payment 
of  a  premium  of  $3.75  a  week  will  provide  insurance  of 
$30  a  week  that  in  no  two  successive  days  the  rainfall  will 
exceed  two-tenths  of  an  inch.  One  of  the  largest  lia- 
bilities assumed  for  the  benefit  of  those  looking  to  profit 
from  a  gala  occasion  was  that  which  arose  out  of  the 
insurance  of  the  good  health  of  Edward  VTE  up  to  a  time 
stated,  that  would  carry  him  past  the  ceremonies  of  his 
coronation.  Many  millions  of  pounds  were  invested  in 
features  pertaining  to  that  holiday  occasion,  and  mer- 
chants, speculators  and  others  procured  insurance  at 
Lloyds  which  protected  them  against  the  postponement 
of  the  coronation.  Unfortunately  for  the  venturesome 
Lloyds  underwriters,  the  interposition  of  providence 
caused  the  indisposition  of  the  king  and  the  consequent 
postponement  of  his  coronation.  The  king  speedily  re- 
covered from  his  slight  attack  of  illness,  but  it  was  costly 
to  the  members  of  Lloyds. 

Burglary  insurance  is  one  of  the  ordinary  risks  as- 
sumed at  Lloyds  and  the  threat  and  fear  of  blackhand 
outrages  appear  to  be  regarded  as  a  no  more  hazardous 
risk  than  burglary.  The  newspapers  recently  announced 
Mrs.  Maldwin  Drummond's  loss  of  jewelry  valued  at  up- 
wards of  $100,000,  but  it  is  improbable  that  Mrs.  Drum- 
mond  lost  any  sleep  because  of  the  theft,  as  she  had  wisely 


LLOYDS  433 

taken  the  precaution  to  fully  insure  against  such  a  con- 
tingency with  Lloyds,  who,  upon  the  announcement  of  the 
theft,  deposited  $5,000  with  the  Pinkerton  Detective 
Agency  as  reward  for  the  recovery  of  a  pearl  necklace, 
two  diamond  rings,  two  diamond  earrings  and  a  brooch 
set  with  black  pearls  and  diamonds  stolen  from  Mrs. 
Drummond's  stateroom. 

It  would  seem  that  to  some  prospective  parents  the 
possibility  of  twins  or  triplets  is  a  danger  to  be  antici- 
pated and  reckoned  with  and  such  perturbation  of  spirit 
may  be  assuaged  at  Lloyds.  The  possibility  of  additions 
to  the  family  in  groups,  so  to  speak,  is  a  risk  gladly 
assumed  by  underwriters,  one  of  whom  has  professed  a 
willingness  to  place  insurance  for  the  benefit  of  any  one 
standing  in  dread  of  twins  or  triplets  at  the  rate  of  one 
thousand  to  one.  In  at  least  one  case  a  policy  of  insur- 
ance against  the  kidnapping  of  a  baby  was  underwritten 
by  Lloyds,  the  baby  being  the  grandson  of  John  E. 
McLane  and  the  late  Thomas  F.  Walsh  and  heir  to  many 
millions  of  dollars. 

One  of  the  most  amusing  policies  ever  issued  by  Lloyds 
was  that  known  as  the  mother-in-law  policy.  A  group  of 
Lloyds  members  who  have  for  years  made  a  specialty  of 
insurance  against  domestic  calamities  underwrote  a 
policy  for  £20,000  that  a  man  would  not  lay  violent  hands 
upon  his  mother-in-law.  Why  it  was  worth  so  much  to 
this  irascible  gentleman  to  keep  his  temper  and  abstain 
from  physical  maltreatment  of  the  estimable  lady  whose 
daughter  he  had  espoused,  is  explained  in  this  way :  The 
insured  was  a  beneficiary  in  the  will  of  his  mother-in-law 
for  £25,000,  but  the  bequest  was  contingent  upon  her 
complete  immunity  from  personal  injury  at  his  hands. 
It  would  seem  that  such  a  provision  by  a  mother-in-law 
would  in  itself  have  a  tendency  to  calm  the  irritability 
and  aggressiveness  of  the  most  quick-tempered  indi- 
vidual, and  it  was  upon  such  an  assumption  that  a  syn- 
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dicate  of  Lloyds  underwriters  was  willing  to  risk  its 
money.  Knowing  the  provision  for  Ms  benefit  in  Ms 
mother-in-law's  will  the  gentleman  desired  to  realize 
upon  it  during  her  life  time,  but  the  qualifying  clause 
seemed  to  constitute  an  insuperable  obstacle,  as  no  money 
lender  was  willing  to  take  the  risk  of  the  lapsing  of  the 
legacy  through  assault  and  battery  by  the  legatee  upon 
the  kindly  disposed  testatrix.  If  he  could  give  suitable 
guarantee  that  the  provision  for  Ms  benefit  in  the  will 
would  not  be  revoked  for  that  cause,  a  money  lender  was 
willing  to  advance  £20,000.  At  Lloyds  the  guarantee  was 
forthcoming  and  the  money  lender  procured  a  policy  for 
£20,000  insuring  him  against  lack  of  self-control  on  the 
part  of  his  debtor  that  should  cause  a  loss  of  the  legacy. 
The  lady  thus  enjoyed  a  kind  of  double  guarantee  of  im- 
munity from  physical  injury  at  the  hands  of  her  son-in- 
law,  he  anticipated  her  kindly  testamentary  provision,  the 
money  lender  got  a  handsome  thing  out  of  it  and  Lloyds 
underwriters  obtained  a  generous  premium  for  their 
extraordinary  confidence. 

For  a  generation  or  more  Lloyds  has  carried  insurance 
in  favor  of  a  merchant  in  Trafalgar  Square  against  the 
collapse  of  the  Nelson  Monument  and  the  destruction  of 
Ms  place  of  business  thereby;  and  it  is  said  that  in  the 
presidential  election  of  1904  one  of  Mr.  Eoosevelt's  enthu- 
siastic supporters  having  wagered  $8,000  upon  his  elec- 
tion, which  he  believed  a  sure  thing  in  the  event  of  Mr. 
Eoosevelt  surviving  election  day,  took  out  a  Lloyds  policy 
for  $8,000  upon  the  life  of  Mr.  Eoosevelt  until  after  the 
election. 

Besides  its  marvelous  efficiency  as  a  business  instru- 
mentality, Lloyds  has  its  patriotic  and  beneficent  side. 
The  first  life  boat  service  which  was  subsequently 
adopted  by  all  civilized  countries  was  established  by 
Lloyds  and  it  was  Lloyds  who  figured  for  $10,000  at  the 
head  of  the  subscription  list  for  the  first  life  boat  ever 
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launched.  Indeed,  for  a  quarter  of  a  century  the  only- 
life  boat  service  in  the  United  Kingdom  was  maintained 
by  Lloyds  until  it  was  taken  over  by  the  National  Life 
Boat  Association.  It  was  Lloyds,  too,  which  originated 
as  far  back  as  1803,  by  a  subscription  of  $100,000,  the 
patriotic  fund,  still  in  existence,  which  has  for  a  himdred 
years  or  more  provided  for  the  welfare  of  widows  and 
orphans  of  those  who  had  lost  their  lives  in  the  naval  and 
military  service  of  their  country  and  cared  for  the  men 
who  had  crippled  themselves  fighting  the  nation's  battles. 

The  introduction  and  general  marine  use  of  the  wire- 
less telegraphy  has  had  an  astounding  effect  upon  ship- 
ping and  very  materially  diminished  the  risks.  Any  ship 
in  distress  having  wireless  apparatus  on  board  may  sum- 
mon to  its  aid  every  vessel  similarly  equipped  anywhere 
within  a  radius  of  hundreds  of  miles  and  thus  effect  a 
saving  of  human  life  that  would  otherwise  be  appallingly 
sacrificed.  Doubtless  as  wireless  telegraphy  is  further 
perfected,  marine  insurance  will  still  further  diminish  in 
cost  and  human  life  will  have  a  correspondingly  increased 
protection. 

It  was  the  boast  of  the  haughty  Eoman  that  "  While 
stands  the  Coliseum,  Eome  shall  stand;  when  falls  the 
Coliseum,  Eome  shall  fall,  and  when  Eome  falls,  the 
world. ' '  The  Coliseum  fell,  and  Eome  fell,  and  the  world 
passed  through  centuries  of  barbarism. 

Words  of  such  import  cannot  in  sober  truth  be  applied 
to  Lloyds,  but,  in  all  truth  and  soberness,  may  it  be  said 
that,  while  stands  Lloyds,  England  will  continue  to  dom- 
inate the  world's  merchant  marine,  even  as  through  her 
mighty  navy  Britannia  rules  the  waves ;  and  while  stands 
Lloyds,  the  world's  shipping  must  needs  be  carried  on 
honestly  and  efficiently  and  those  who,  in  increasitig  num- 
bers, go  down  to  the  sea  ia  ships  will  enjoy  a  growing 
measure  of  security  and  comfort. 
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Chaptek  LIX 

PLATE  GLASS  INSUEANCE 

By  Nelson  D.  Steeling 

The  successful  underwriting  of  plate  glass  risks  is 
based  upon  three  fundamental  principles : 

Firstly,  the  knowledge  of  conditions  that  exist  locally. 

Secondly,  the  care  in  selection  of  risk  which  carries  the 
minimum  cost  of  loss  adjustment,  which  is  determined 
primarily  by  the  area  of  the  glass,  and 

Thirdly,  the  close  proximity  of  the  risk  to  the  source  of 
glass  supply. 

The  local  conditions  such  as  character  of  people  fre- 
quenting the  given  district,  the  police  protection,  the  boy 
element,  the  latter  being  responsible  for  75  per  cent,  of 
losses,  the  nature  of  tenancy,  the  condition  of  frames,  the 
height  of  glass  above  the  sidewalk,  the  frequency  of  loss 
in  the  vicinity,  and  general  street  exposure,  must  be  care- 
fully considered  to  produce  profit  in  this  class  of  insur- 
ance. 

The  second  principle  enunciated  is  the  selection  of  risk 
as  regards  the  size  of  plates. 

The  premium  prescribed  in  the  manual  of  rates  here- 
inafter referred  to  on  plates  of  an  area  greater  than  120 
square  feet  is  entirely  out  of  proportion  to  the  premium 
for  plates  of  fifty  square  feet,  hence  every  effort  should 
be  directed  to  contract  insurance  on  plates  of  the  least 
possible  area. 

The  cost  of  replacement  for  plates  of  fifty  square  feet 
when  height  and  width  are  of  equal  dimension  or  plates 
that  contain  216  united  inches  (being  the  sum  of  the 
height  and  width  in  inches)  in  small  communities  carries 
a  special  freightage  charge,   sometimes  amounting  to 
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$95,  commonly  known  as  flat  car  charges,  and,  therefore, 
as  stated  before,  every  care  should  be  exercised  to  confine 
the  selection  of  risk  to  store  fronts  containing  plates  that 
bear  the  minimum  cost  of  replacement. 

The  presence  of  a  warehouse  in  a  city  enables  a  greater 
latitude  of  underwriting  judgment  than  would  obtain  in 
consideriag  a  risk  in  a  town  where  the  local  dealer  carries 
no  stock  of  glass  and  has  necessarily  to  ship  the  glass 
from  some  distant  supply  centre  to  make  the  replacement. 

It,  therefore,  should  be  remembered  that  in  remote 
towns  where,  for  instance,  the  population  is  1,000  or  less 
that  the  glazing  facilities  are  very  meagre  and  not  only 
would  the  glass  have  to  be  shipped  but  in  all  likelihood 
competent  glaziers  would  have  to  be  sent  to  perform  the 
glazing  work  entailing  considerable  additional  expense. 

The  principal  class  of  risk  of  course  is  the  store  front, 
and  in  all  towns  where  any  commercial  development  has 
taken  place,  there  is  sure  to  be  foxmd  opportunity  to 
secure  this  type  of  insurance,  and  where  adequate  glaziag 
facilities  obtain  within  a  small  radius,  proves  to  be  the 
most  profitable.  There  is  little  or  no  street  exposure,  the 
plates  as  a  rule  are  of  small  dimension,  the  storekeeper 
is  directly  concerned  in  the  management  and  care  of  the 
premises,  and  the  infrequent  change  of  window  dressing 
aU  contribute  to  lessen  the  possibility  of  breakage,  mak- 
ing, as  stated  before,  the  small  town  risk  a  desirable  one 
to  assume.  When  we  speak  of  small  towns  in  this  instance 
we  have  reference  to  those  exceeding  the  population  of 
1,000. 

The  liability  in  plate  glass  insurance  can  be  fixed  to  a 
degree  of  exactitude  that  is  foreign  to  almost  every  other 
form  of  indemnity  inasmuch  as  the  element  of  deprecia- 
tion in  value  does  not  enter  into  consideration.  The  loss 
is  adjusted  by  substituting  the  damaged  property  with 
that  of  equal  quality  and  value  to  the  assured,  when 
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replacement  is  made,  and  when  cash  settlement  is 
resorted  to,  the  basis  of  the  adjustment  is  the  amount  it 
would  have  cost  the  company  insuring  to  replace. 

The  Premium  Manual 

The  method  of  arriving  at  the  premium  of  the  given 
risk  is  a  simple  one  as  the  same  is  provided  in  a  standard 
manual  used  by  all  plate  glass  insurance  companies. 

Each  size  of  glass  manufactured  has  a  specific  prem- 
ium. Where  plates  are  of  odd  or  fractional  dimension  the 
next  even  dimension  is  the  basis  of  the  premium  charge. 
As  an  illustration,  a  plate  78  x  100  carries  a  premium  of 
$3.02,  so  would  a  plate  77  x  99. 

The  manual  figures  were  arrived  at  by  calculating  a 
certain  percentage  upon  a  manufacturer's  price  list. 

The  basis  rate  of  the  manual  contemplates  the  insur- 
ance of  all  the  plates  contained  in  a  store  front,  hence,  if 
the  assured  selects  the  most  exposed  plates  for  insurance 
and  carries  his  own  risk  upon  the  lesser  exposed,  theoret- 
ically he  should  pay  a  higher  percentage  of  rate,  but  the 
competitive  conditions  extant  necessitate  the  underwriter 
either  declining  the  risk  or  accepting  the  same  at  rate 
prescribed  in  the  manual. 

The  premium  book  figures  are  for  plates  contained  in 
the  exterior  part  of  the  building  within  the  area  of  the 
grade  floor  or  basement. 

The  several  classes  of  insurable  risks  are  provided  for 
by  differentials  according  to  their  special  type  and  loca- 
tion. 

Glass  above  the  grade  floor  being  more  remote  to  street 
hazard,  is  given  a  large  percentage  of  discount  from  the 
manual  figures,  while  outside  show  cases  because  of  max- 
imum street  hazard  carry  a  much  higher  rate  than  store 
front  glass. 

The  manual  contains  instructions  as  to  method  of  sur- 
veying  glass   for   insurance   by   requiring   that   three- 
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quarters  of  an  inch  be  added  to  the  daylight  measure- 
ment, viz.:  the  glass  visible  from  sash  to  sash  on  the 
width  and  the  same  on  the  height. 

This  is  done  to  have  a  uniform  method  of  surveying 
among  the  companies.  The  depth  of  the  rabbet  (the 
groove  in  which  the  glass  is  set)  may  vary  from  one-half 
inch  to  one  inch,  and  very  often  it  is  impossible  to  deter- 
mine it  exactly,  hence  the  method  described. 

Terminology 

Front  Plates Main  windows  of  a  store 

Return  Plates Side  windows  at  entrance. 

End  Plates Narrow  plates  at  end  of  main  window. 

Transom  Plates Plate  above  door. 

Top  Plates Plates  above  fronts,  returns  and  ends. 

Art  Glass Colored  or  stained  glass  set  in  lead. 

Awning  Glass Canopy  of  glass  attached  to  building  and  extending 

toward  curb  line. 

Basement  Glass Plates  set  in  frames  below  level  of  sidewalk. 

Bent  Glass Plate  having  a  curved  surface. 

Commercial  Risk One  in  which  a  mercantile  business  is  conducted. 

Canopy  Glass Same  as  Awning. 

Cathedral  Glass Same  as  Art  glass. 

Colonial  Glass Pressed  glass. 

Double  thick  glass A  quaUty  of  glass  brittle  in  character  and  much 

thinner  than  plate  glass. 

Florentine  Glass Pressed  glass. 

Glued  Glass Plates  joined  together  with  an  adhesive  substance. 

Inside  Glass Plates  within  the  outer  doors  of  a  building. 

Leaded  Glass Same  as  Art  glass. 

Memorial  Windows Composed  of  Art  or  Cathedral  glass. 

Prism  Glass Scientifically   prepared   glass  intended  to   conduct 

rays  of  light  to  the  interior  of  a  building. 

Ribbed  Glass Plates  having  a  ribbed  surface. 

Rough  Glass Unpolished  plate  glass. 

Sheet  Glass Same  as  double  thick  glass. 

Table  tops Plate  glass  used  to  protect  tables  from  defacement. 

Wall  Cases Show  caces  permanently  attached  to  the  walls. 

Wired  Glass Plates,  polished  or  unpolished,  in  which  has  been 

moulded  a  wire  mesh. 

Loss  Adjustment 

The  degree  of  economy  that  can  be  effected  in  the 
adjustment  of  losses  is  dependent  entirely  upon  the  con- 
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tract  negotiated  with  the  warehouses  in  large  centers  for 
general  replacements,  and  procurement  of  competitive 
bids  from  local  dealers  in  small  towns. 

There  are  two  methods  of  adjusting  losses  in  plate 
glass  insurance  when  replacement  of  the  glass  broken  is 
to  be  made.  If  more  than  one  local  dealer  can  be  found 
in  the  town,  a  bid  should  be  procured  from  each  one 
covering  the  cost  of  replacing  new  plate,  and  allowance 
for  salvage,  and  a  second  bid  from  each  one  covering  the 
labor  charges  in  event  of  the  new  glass  being  shipped  by 
the  company. 

It  is  often  found  that  because  of  favorable  contracts 
with  large  warehouses,  that  the  glass  can  be  delivered  in 
small  towns  at  a  cheaper  price  to  the  company  than  would 
be  charged  by  the  local  dealer,  and  when  the  difference 
is  of  sufficient  amount  the  dealer  should  be  engaged  to 
perform  the  setting  work,  and  either  buy  the  salvage  for 
his  own  use,  or  pack  the  same  in  the  box  in  which  the  glass 
has  been  shipped  and  ship  the  same  to  the  original  dealer, 
who  will  in  turn  give  credit  allowance,  less  freightage,  for 
the  salvage  plate. 

There  are  many  occasions  when  plates  are  very  slightly 
broken,  such  as  a  crack  from  frame  to  frame  in  one  of 
the  corners  or  that  a  stone  break  can  be  circled  with  a 
diamond  to  prevent  extension  of  the  vents,  and  it  is  often 
possible  to  prevail  upon  the  assured  to  consent  to  a 
deferred  replacement. 

This  latter  arrangement  often  leads  to  the  continuance 
of  the  insurance  with  the  company,  as  the  adjustment  of 
the  loss  being  deferred  makes  it  desirable  that  the 
assured  should  continue  to  be  insured  by  the  company. 

The  surveying  of  glass  for  replacement  should  be  per- 
formed by  a  competent  surveyor,  as  in  the  event  of  the 
glass  being  measured  short  of  the  proper  setting  size, 
not  only  a  delay  occurs  in  the  replacement  of  the  plate, 
but  the  light  that  had  been  delivered  at  the  premises  of 
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necessity  must  be  returned  to  stock  and  the  glaziers  will 
charge  for  loss  ta  cutting,  and  in  some  cases  a  special 
charge  for  loss  of  time. 

In  towns  where  the  agent  is  not  competent  to  determine 
the  exact  setting  size,  the  matter  should  be  left  to  the 
local  dealer  who  makes  the  bid,  as  then  in  case  of  mis- 
measurement  the  responsibility  for  the  mistake  can  be 
thrown  upon  the  glazier  himself. 

In  large  cities  it  is  possible  to  negotiate  contracts  for 
replacement  of  all  breakages  upon  a  stable  basis,  and  it 
is  obvious  that  the  patronizing  of  one  warehouse  leads 
to  an  advantage  in  service,  and  promptness  of  replace- 
ment that  cannot  be  obtained  if  the  business  is  distributed 
to  several  concerns. 

If  a  small  town  should  be  within  a  narrow  radius  of  a 
large  glazing  center,  replacements  can  be  made  at  a 
cheaper  price  than  that  quoted  by  the  local  dealer  by 
employing  the  services  of  the  dealer  from  such  large 
center  to  make  replacement. 

Clamped  Store  Front  Glass 

This  type  of  setting  has  become  quite  common  in  the 
construction  of  store  fronts,  and  while  the  risk  as  far  as 
street  hazard  is  about  the  same  as  when  the  glass  is  set 
in  wood  or  metal  frames,  yet  there  is  the  extra  exposure 
through  the  fact  that  the  edges  of  the  glass  are  exposed 
and,  therefore  more  apt  to  come  in  contact  with  different 
causes  of  breakage  than  would  obtain  were  they  protected 
by  wood  frames. 

The  necessity  of  the  holes  being  drilled  at  the  proper 
angle,  the  insertion  of  the  cement  filling  between  the 
plates,  and  the  proper  adjustment  of  the  clamps  are 
factors  that  have  to  be  given  very  careful  attention  in  the 
survey  of  the  risk. 

There  is  an  additional  cost  in  glazing  plates  set  in  this 
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manner  that  increases  the  amount  of  loss  to  a  consider- 
able extent. 

The  labor  that  is  employed  to  make  replacement  of 
plates  in  wood  frames  is  not  found  to  be  as  expert  in  the 
replacement  of  plates  set  by  clamps,  and,  therefore,  in 
small  towns  while  a  plate  may  be  replaced  by  the  local 
dealer  and  the  company  assumes  liability  on  the  replaced 
plate,  there  is  the  possibility  that  the  risk  then  assumed 
is  not  as  desirable  as  when  the  glass  was  set  by  the  patent 
manufacturers  in  the  first  instance. 

This  all  leads  to  the  conclusion  that  in  the  acceptance 
of  liability  on  risks  of  this  kind,  a  very  careful  survey 
should  be  made  to  determine  that  the  plates  are  properly 
set,  and  that  no  strain  is  apparent  on  the  point  where  the 
two  plates  are  joined  together  at  the  clamp. 

Large  Plates — Upper  Floors 

Very  often  plates  of  large  dimension  are  set  in  the 
lofts  of  buildings  before  the  grade  floor  glass  is  set, 
affording  an  opportunity  to  carry  the  glass  iuto  the  in- 
terior of  the  building  which  cannot  be  accomplished  when 
construction  is  completed,  and,  therefore,  if  a  loss  occurs 
the  glazier  may  either  have  to  erect  a  scaffolding  to  set 
the  plate  from  the  outside  or  hoist  the  glass  by  block  and 
tackle  to  the  proper  elevation. 

This  feature  should  be  considered  in  passing  upon  risks 
of  this  type,  always  ascertaining  if  the  hallway  is  large 
enough  to  permit  of  carrying  the  plate  to  the  floor  where 
it  is  to  be  set. 

Glaziers  charge  special  labor  for  such  replacement  and 
calculate  a  charge  for  the  risk  involved. 

The  installing  of  large  plates  La  sub-basements  is  a 
factor  in  large  building  construction  at  present,  and  the 
accommodation  for  replacement  should  be  considered  in 
contemplating  the  insurance  of  such  risks — not  so  much 
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the  adequacy  of  premium  charge  as  the  difficulty  of  re- 
placement in  case  of  loss. 

Glass  Set  in  Iron  Frames 

In  store  front  risks  it  is  very  essential  that  the  plates 
be  set  on  wood  or  rubber  blocks  within  the  frame  to  avoid 
the  possibility  of  breakage  from  atmospheric  changes. 

Plates  are  very  frequently  set  in  doors  with  a  portion 
of  the  plate  cut  out  to  admit  the  lock  in  the  door.  Loss  is 
very  frequent  to  plates  set  in  this  manner,  the  cracks  gen- 
erally extending  from  the  corner  of  the  lock  across  the 
face  of  the  plate,  and  due  largely  to  vibration  in  the 
opening  and  closing  of  the  door. 

Dwellings 

The  principal  cause  of  loss  in  private  residence  risks 
is  carelessness  of  servants  in  cleaning,  defective  window 
cords,  warping  of  frames,  and  in  apartments  while  the 
same  hazards  attend  the  risk,  the  vestibule  door  glass  is 
much  more  subject  to  breakage  because  of  the  greater 
frequency  of  use  of  the  entrance. 

One  redeeming  feature  of  a  dwelling  risk  is  the  small 
dimension  of  the  plates  and  consequently  small  amount 
of  loss. 

The  average  dwelling  contains  "  double  thick  "  glass 
in  the  windows,  which,  being  a  grade  of  sheet  glass,  is 
much  more  subject  to  breakage  because  of  its  brittle  char- 
acter and,  therefore,  it  is  seldom  that  more  than  the  vesti- 
bule doors  are  insurable,  and  the  policy  should  be  issued 
to  cover  only  such  plates. 

The  mirror  risk  in  a  dwelling  is  a  safe  one  to  assume. 

China  closets  and  bric-a-brac  cabinets  should  be  de- 
clined for  obvious  reasons. 

Cathedral  window  glass  in  dwelling  is  a  desirable  risk 
because  of  the  care  ordinarily  exercised  in  preserving  it 
intact,  and  secondly,  because  it  is  usually  set  in  a  station- 
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ary  frame  and  not  subject  to  the  same  hazard  as  found  in 
a  plain  plate  window. 

Show  Cases 

This  is  a  type  of  risk  that  carries  a  heavy  loss  ratio 
because  of  its  peculiar  exposure. 

The  careful  underwriter  will  not  accept  insurance 
thereon  except  as  an  accommodation  line  and  then  only 
when  accompanied  by  insurance  of  the  store  front  of  the 
building  in  which  the  cases  are  located. 

The  plate  glass  insurance  companies  have  not  yet  col- 
lated data  to  determine  the  adequate  premium  to  produce 
profit,  and  even  in  such  event  it  is  questionable  if  the 
owner  of  the  cases  would  pay  the  necessary  rate. 

Some  of  the  hazards  that  obtain  are — the  cash  carrier 
system  in  dry  goods  stores,  the  opening  of  cigar  boxes 
in  cigar  stores  due  to  pressure  upon  the  top  plate,  the 
stocking  of  shelves  with  heavy  weight  displays  in  clothing 
stores  bringing  a  strain  upon  the  top  and  side  plates,  the 
usual  bottle  display  placed  upon  the  tops  of  cases  in  drug 
stores,  the  sliding  of  ice  cakes  in  butcher  shop  cases,  and 
the  tray  displays  in  confectionery  stores  that  are  usually 
placed  upon  the  top  plates  also  on  the  shelves  within. 
Many  plates  are  broken  in  cases  which  are  lighted  by 
electricity,  due  to  cold  metallic  substances  coming  in  con- 
tact therewith. 

The  constructive  hazard,  as  it  might  be  termed,  is  an 
other  feature  that  must  be  carefully  considered. 

Many  cases  are  now  being  manufactured  of  the  frame- 
less  style  which  carry  a  special  cost  of  replacement  be- 
cause of  the  type  of  construction.  The  plates  have  to  be 
polished  on  the  edges,  which  charge  does  not  occur  in 
replacement  of  plates  set  in  nickel  or  wood  frames,  they 
have  to  be  hole  drilled  in  order  to  attach  to  the  adjoining 
plate,  and  unless  the  holes  are  drilled  to  the  accuracy  of 
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an  infinitesimal  degree,  the  breakage  of  the  replaced  plate 
is  most  likely  to  ensue  from  strain. 

There  are  show  cases  where  the  plates  are  cemented 
together  with  specially  patented  cement  that  when  loss 
occurs  necessitates  the  employment  of  the  patentee  to 
make  replacement  with  consequent  charge  entirely  out  of 
proportion  to  the  work  performed. 

Very  often  in  small  towns  while  there  may  be  glaziers 
found  to  replace  store  front  plates,  they  will  seldom  at- 
tempt the  replacement  of  patent  show  case  plates,  neces- 
sitating either  the  shipment  of  the  case  to  a  distant  point 
for  repairs  or  the  employment  of  expert  labor  to  go  to 
the  premises. 

Outside  show  cases  are  peculiarly  exposed  to  street 
hazards  because  of  being  generally  located  beyond  the 
building  line.  Also  they  are  subject  to  burglarious  entry 
if  the  display  is  left  in  the  case  over  night.  Many  such 
cases  are  subject  to  loss  through  violent  wind  storms,  etc. 

The  same  discrimination  should  be  exercised  in  the 
underwriting  of  outside  cases  as  is  employed  in  inside 
cases. 

One  feature  that  increases  the  loss  cost  in  this  class  of 
risk  is  that  it  is  very  seldom  that  the  company  derives 
any  salvage  rebate.  Nearly  every  plate  removed  is 
scratched  or  defaced  and,  therefore,  of  no  value  to  the 
glazier,  hence  he  allows  no  refimd. 

Mirrors 

The  average  mirror  risk  is  a  profitable  one. 

Mirrors  that  are  contained  iu  movable  stands  or  mir- 
rors that  are  screwed  to  a  centre  strip  are  of  course  sub- 
ject to  frequent  breakage,  the  former  because  of  excessive 
handling,  and  the  latter  from  strain  due  to  imperfect 
setting  or  to  pressure  that  might  not  cause  breakage  of 
a  mirror  set  in  framework  but  which  would  be  apt  to 
cause  breakage  when  set  in  this  manner. 
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Mirrors  in  lower  grade  saloons  are  not  considered 
desirable  risks  because  of  the  character  of  frequenters, 
and  the  possibility  of  disorderly  conduct,  jBghts,  etc.,  that 
lead  to  the  throwing  of  missiles. 

Bent  Glass 

This  is  a  character  of  risk  that  is  very  much  discrim- 
inated against  in  plate  glass  insurance  for  many  reasons. 

Primarily,  the  cost  of  replacement  of  bent  glass  is  ex- 
cessive because  of  the  small  number  of  bending  plants. 

Secondly,  from  the  special  charges  which  are  made  by 
the  manufacturers  to  overcome  the  loss  in  bending  the 
plate,  as  many  flat  plates  are  broken  in  the  process. 

The  dealers  do  not  make  any  salvage  rebate  for  a 
broken  bent  plate.  The  company,  therefore,  sustains  a 
total  loss. 

The  delays  which  are  suffered  in  the  replacement  of 
glass  because  of  the  difficulty  in  securing  prompt  service 
from  the  manufacturers  embarrass  a  plate  glass  insur- 
ance company  to  a  very  great  degree  in  its  relations  with 
its  clients,  which,  as  can  be  appreciated,  is  a  very  material 
factor. 

Very  often  the  transportation  companies  will  not  take 
the  risk  in  transit,  and  the  company  has  to  not  only  face 
the  possibility  of  a  loss  in  that  direction,  but  another 
delay  ensues  in  procuring  a  substitute  plate. 

It  requires  considerable  expertness  in  glazing  a  bent 
plate,  and  in  small  towns  a  high  cost  of  glazing  is  apt  to 
be  sustained. 

The  general  attitude  of  plate  glass  insurance  com- 
panies toward  this  risk  is  evidenced  by  the  instructions 
of  the  manual,  to  the  effect  that  agents  are  not  authorized 
to  bind  the  company  on  any  light  of  bent  glass  exceeding 
twenty-one  square  feet  in  area. 
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Cathedral  Glass 

This  is  a  type  of  risk  quite  foreign  to  that  of  plate  glass. 

The  windows  are  composed  of  pieces  of  stained  glass 
set  m  small  sections  of  lead,  and  while  a  loss  may  only 
affect  a  small  part  of  a  window,  the  frequency  of  breakage 
and  the  special  type  of  labor  incident  to  replacement  off- 
set the  limited  fracture. 

Corrosion  of  the  lead  will  often  cause  pieces  to  fall  out. 

There  are  several  features  to  be  considered  in  under- 
writing this  type  of  risk. 

Primarily  the  degree  of  artistic  design  must  be  investi- 
gated. Very  often  church  windows  are  manufactured  at 
a  very  high  cost  although  in  area  they  may  be  of  limited 
square  footage.  This  is  due  to  the  presence  of  body 
figures  that  carry  high  art,  and  the  fracture,  for  in- 
stance, of  the  facial  features  may  involve  a  company  in 
a  loss  far  out  of  proportion  to  the  total  value  of  the  entire 
window.  The  manufacturer,  of  course,  retains  the 
artist's  original  sketch,  and  it  becomes  necessary  to  em- 
ploy his  services  to  make  the  replacement.  It  is  natural 
to  suppose  he  would  not  make  the  same  at  the  propor- 
tionate cost  as  when  making  the  entire  window. 

When  we  consider  the  insurance  of  windows  where 
ordinary  geometrical  design  is  employed,  the  local  glaz- 
ing facilities  must  be  investigated  to  determine  whether 
the  town  dealer  is  competent  to  make  the  repairs.  Very 
often  the  manufacturer  may  have  used  a  specially  pre- 
pared coloring  to  produce  an  effect,  which  cannot  there- 
fore be  replaced  except  by  said  manufacturer.  This 
necessitates  his  services  in  any  replacement. 

The  protection  of  the  glass  by  screening  or  a  layer  of 
transparent  glass  diminishes  the  risk. 

The  distance  above  the  sidewalk,  the  proximity  of  ad- 
joining buildings,  the  nearness  of  gas  or  electric  light, 
the  method  of  cleaning,  are  elements  of  risk  that  have 
to  be  considered. 
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"Where  cathedral  glass  is  used  in  store  fixtures,  the 
loss  is  confined  to  a  small  amount  because  of  its  limited 
area.  This  kind  of  glass  is  generally  installed  in  parti- 
tions, and  is  most  frequently  broken  by  people  pressing 
against  the  glass. 

It  is  a  recent  practice  in  the  construction  of  buildings 
to  erect  cathedral  domes  over  a  court  in  the  building,  and 
care  should  be  exercised  to  protect  a  risk  of  this  nature 
by  a  wire  screening  over  the  glass  to  avoid  breakage  by 
articles  falling  from  upper  stories. 

Canopies  and  awnings  are  often  made  of  cathedral 
glass,  and  are  very  much  subject  to  breakage  because  of 
their  peculiar  street  exposure,  and  to  the  possibility  of 
breakage  from  atmospheric  changes  and  also  the  expo- 
sure to  breakage  from  articles  falling  from  upper  stories. 

Lettering 

This  class  of  risk  is  to  be  assumed  in  conjunction  with 
the  insurance  of  the  plate  glass  upon  which  the  same  is 
located. 

The  company's  liability  is  limited  to  loss  when  caused 
by  breakage  of  the  plate  itself,  hence  if  the  lettering  is  of 
porcelain  type  and  cemented  on  the  plate  and  becomes 
detached,  the  company  has  no  liability. 

It  should  be  remembered  that  a  loss  is  total  because  of 
absence  of  salvage. 

Loss  is  usually  settled  by  cash  payment  if  the  cost  of 
replacement  is  in  excess  of  the  sum  described  in  the 
schedule  as  amount  insured.  The  assured  should  be 
required  to  fix  the  valuation  at  the  time  the  application 
is  made. 

The  insurance  of  lettering  is  always  considered  as  an 
accommodation  and,  therefore,  as  before  stated,  should 
not  be  treated  as  an  insurable  risk  separate  from  the 
store  front  risk. 
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Glass  Signs 

Occasion  will  often  arise  for  consideration  of  this  risk, 
and  as  a  loss  is  always  total,  a  high  rate  is  charged. 

Care  should  be  exercised  to  determine  that  the  sign  is 
securely  fastened,  is  properly  set  in  the  frame,  is  remote 
to  street  hazards,  and  primarily  that  the  concentrated 
risk  is  not  heavy.  There  are  signs  manufactured  of 
small  dimension  that  are  costly  to  replace  and  the  loss 
being  total  the  careful  underwriter  will  refrain  from 
accepting  such  class  of  signs. 

One  special  risk  of  this  type  is  the  one  where  the  sign 
is  placed  at  the  base  of  the  window  close  to  the  sidewalk, 
therefore  being  subject  to  breakage  by  persons  approach- 
ing the  window  to  view  the  display  and  accidentally 
kicking  the  glass,  or  through  breakage  by  missiles  lying 
on  the  street  being  kicked  through  the  glass. 

Sky-Light  Glass 

The  principal  causes  of  loss  to  which  sky-lights  are 
exposed  are  atmospheric  changes  when  the  glass  is  set 
in  iron  frames,  the  raising  and  lowering  of  sections  when 
used  for  ventilation,  and  the  falling  of  articles  from 
lofts  of  adjoining  buildings. 

Special  labor  charges  prevail  in  replacement  because 
of  the  character  of  the  work. 

Special  Risks 

Club  houses,  hotels,  hospitals,  municipal  buildings, 
public  libraries  and  kindred  risks  are  free  from  the  haz- 
ards that  attend  store  front  risks,  etc.,  and  because  of  the 
reduced  exposure  are  rated  low  by  the  plate  glass  insur- 
ance companies  and  constitute  a  class  of  desirable  busi- 
ness. 
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Chapter  LX 

REINSUEANCE* 

By  William  C.  Scheide 

Reinsurance  being  a  matter  of  private  contract  and 
division  of  risk  between  companies  wherein  the  insuring 
public  has  no  part,  is  one  feature  of  the  insurance  busi- 
ness little  known  or  understood  outside  the  offices  of 
companies,  and  is  a  subject  upon  which  very  little  has 
been  written  for  publication.  Although  based  upon 
simple  principles,  it  is  a  complex  part  of  the  general 
scheme  of  insurance  and  has  elaborate  details  which  it 
will  not  be  possible  within  the  space  allotted  to  this 
article  to  more  than  sketch  in  outline,  and,  therefore, 
many  features  and  details  of  the  reinsurance  business 
will  be  omitted  entirely. 

By  the  same  law  of  average,  or  probability  of  loss, 
which  underlies  all  forms  of  insurance,  and  necessitates 
the  writing  of  large  numbers  of  single  risks — upon  lives 
or  properties  as  the  case  may  be — in  order  to  gather 
together  premiums  of  sufficient  aggregate  amount  to 
meet  the  mortality  or  the  monetary  loss  arising  on  indi- 
vidual risks,  it  is  necessary  that  no  company  should  ex- 
pose itself  to  a  greater  amount  of  loss  on  any  one  risk 
than  is  fairly  proportionate  to  its  resources  and  its  aver- 
age exposure  on  all  risks,  and  it  is  further  theoretically 
correct  and  necessary  that  the  probability  of  loss  on 
large  individual  risks  be  divided  or  distributed  among 
several  or  many  underwriters. 

Such  a  distribution  of  risk  formerly  resulted  from 

♦For  the  purpose  of  simplifying  this  article,  words  or  phrases  of  a  highly  technical  nature 
have  not  been  used,  while  others  have  been  used  in  their  broader  sense.  Thus  the  word  *'aa- 
Bured"  is  used  to  represent  the  person  whose  life  or  property  is  at  risk;  the  word  "insurer" 
is  used  to  niean  the  company/ which  directly  assumes  and  insures  the  risk;  and  the  word 
"reinsurer"  means  the  company  that  indirectly  assumes  a  participation  in  the  risk  through 
reinsuring  a  portion  of  the  insurer's  liability. 
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leaving  it  to  the  assured  to  divide  the  amount  of  insur- 
ance on  his  life  or  property  among  a  number  of  com- 
panies, each  of  which  would  issue  policies  for  amounts 
within  their  respective  limits;  but  as  the  old  methods  of 
business  in  general  became  improved  by  new  and  eco- 
nomic methods  the  insurance  business  also  changed,  and 
the  assured  then  demanded  fewer  policies,  for  economy 
of  time  and  attention  to  renewals,  premium  payments, 
endorsements,  and  above  all  for  the  simplification  of  loss 
settlements ;  it  being  obviously  easier  to  adjust  a  loss  or 
prove  a  death  and  complete  the  claim  papers  for  a  large 
amount  under  one  or  a  few  policies,  than  for  an  equal 
amount  aggregately  under  a  large  number  of  small  poli- 
cies, and  thus  the  insurance  companies  were  moved  to 
issue  policies  of  large  amount,  and  reinsure  such  por- 
tions thereof  as  exceeded  the  limit  for  their  own  expo- 
sure or  liability  on  the  risk. 

Moreover,  it  frequently  happened  that  property 
owners  would  require  insurance  on  groups  of  buildings 
so  closely  situated  as  to  expose  each  other  to  damage  by 
a  single  fire,  and  the  companies  gauged  their  lines  on  the 
basis  of  one  and  one-half  limits  for  two  exposing  risks, 
or  two  limits  for  three,  and  reinsured  the  amounts  in 
excess  of  such  lines.  The  next  step  in  this  process  was 
the  limitation  of  cumulative  liability  subject  to  conflagra- 
tion, and  it  may  be  said  with  reasonable  accuracy  that 
these  were  the  main  factors  in  the  origin  of  reinsurance. 

A  modern  factor,  which  has  become  of  almost  equal 
importance  to  the  foregoing,  lies  in  the  necessity  of  a 
company  protecting  and  encouraging  its  own  agents,  this 
being  of  great  importance  to  fire  companies,  but  of  even 
greater  importance  to  life  and  casualty  companies.  To 
illustrate,  suppose  a  company  fixes  $10,000  as  the  maxi- 
mum amount  or  limit  of  insurance  to  be  carried  upon  any 
one  risk,  and  its  agent  procures  an  application  for 
$20,000.    If  the  company  accepts  only  $10,000  the  agent 


454  SPECIAL  INSUEANCE 

nmst  admit  to  the  applicant  that  his  company  is  not 
strong  enough  to  assume  a  risk  of  $20,000  and  that  might 
raise  a  suspicion  that  the  company  might,  perhaps,  be 
not  wholly  trustworthy  for  $10,000;  and,  moreover,  the 
agent  would  then  have  to  furnish  his  client  a  policy  from 
some  other  company  for  the  remaining  $10,000,  thus  ad- 
mitting that  the  other  company  issues  policies  with  terms 
and  conditions  as  favorable  as  the  policies  of  his  own 
company,  and  silently  suggesting  to  the  applicant  that 
perhaps  he  should  have  originally  made  application  to 
the  other  company.  This  is  minimized  in  the  fire  busi- 
ness, where  all  policies  are  of  standard  form,  but  in  the 
life  and  casualty  business  where  policy  conditions, 
values,  etc.,  are  competitive,  it  disturbs  the  confidence  of 
the  applicant,  and  at  the  same  time  disturbs  the  loyalty 
of  the  agent,  brings  him  into  business  relations  with  a 
competitive  company  and  prepares  the  way  for  the  latter 
to  acquire  his  services.  By  issuing  the  policy  for  $20,000 
and  reinsuring  the  excess  of  $10,000  the  company  may 
protect  itself  and  its  agent,  and  inspire  confidence  in  its 
assured,  the  good-will  of  its  policyholders  being  always 
a  valuable  though  intangible  asset  of  a  company.  Ee- 
insurance  may,  therefore,  be  said  to  be  an  almost  indis- 
pensable adjunct  to  or  part  of  the  insurance  business. 

In  its  earliest  forms — inaugurated  by  the  fire  and  ma- 
rine companies — reinsurance  was  really  co-insurance  as 
all  the  hazards  and  consequences  of  a  risk,  and  the  con- 
ditions of  the  insurance  were  shared  alike  by  the  several 
companies  participating,  and  each  participant  had  a 
voice  in  the  settlement  of  loss  or  damage,  or  the  handling 
of  salvage.  Experience  soon  laid  bare  the  objectionable 
features  of  any  form  of  contract  whereby  the  assured 
came  into  negotiations  with  the  co-insurers  after  a  loss 
had  happened,  and  reinsurance  was  evolved  with  the 
characteristic  that  no  business  relations  whatsoever 
exist  between  the  assured  and  the  reinsurer,  the  primary 
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contractual  relations  {i.  e.,  insurance)  being  wholly  be- 
tween the  assured  and  the  insurer,  and  the  secondary- 
contract  (i.  e.,  reiusurance)  being  between  the  insurer 
and  the  reinsurer. 

Eeinsurance  under  reciprocal  arrangements  between 
friendly  but  competitive  companies  came  into  great  favor 
upon  the  theory  that  with  approximate  equality  of  risks 
and  premiums,  the  exchange  of  reinsurances  would  yield 
a  profit  to  both  companies  through  the  wider  distribution 
of  liability,  as  in  other  words,  a  company  assuming 
$50,000  on  a  risk,  might  give  off  $10,000  to  each  of  four 
other  companies,  and  receive  in  return  four  separate 
risks  of  $10,000  each,  or  perhaps  eight  risks  of  $5,000 
each,  and  thus  each  of  the  companies  would  receive  par- 
ticipation in  risks  not  controlled  or  acquired  by  their 
own  agents.  This  in  time  proved  to  be  an  ill-devised 
plan  as  it  revealed  to  competitors  very  important  data 
regarding  the  risks,  and  enabled  the  reinsuring  com- 
panies or  their  agents,  to  attack  and  acquire  the  business, 
so  the  custom  of  interchanging  business  (i  e.,  recipro- 
cally reinsuriag)  was  abandoned  by  nearly  all  companies, 
and  superseded  by  treaty  reinsurance  with  non-competi- 
tive companies.  In  Europe,  where  reinsurance  had  its 
inception  and  has  attained  the  important  position  of  a 
separate  line  of  business  through  the  establishment  of 
numerous  companies  chartered  for  reinsurance  business 
exclusively,  there  is  little  or  no  reciprocal  reinsurance 
transacted,  but  a  vast  amount  of  treaty  reinsurance  of 
one  form  or  another. 

Eeinsurance  is  transacted  upon  one  or  other  of  two 
fundamental  bases,  one  of  which  is  called  "  Facultative  " 
and  the  other  "  Obligatory,"  and  while  these  two  forms 
have  some  details  in  common,  they  differ  in  many  re- 
spects. 

Facultative  or  optional  reinsurance  relates  to  individual 
risks  and  is  effected  with  or  without  a  general  agreement 
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or  contract  between  the  companies,  by  merely  using 
forms  of  application  and  "  reinsurance  certificates  "  em- 
bodying all  the  terms  and  conditions  of  the  reinsurance. 
The  insuring  company  submits  to  the  reinsurer,  with  the 
application  or  proposal  for  reinsurance,  all  of  the  known 
facts  or  circumstances  of  the  respective  risk,  in  order 
that  the  reinsurer  may  be  guided  thereby  in  judging  the 
physical  and  moral  aspects  of  the  risk  and  determining 
whether  to  accept  or  decline  a  participation  therein.  The 
reinsurer  selects  the  risks  and  fixes  their  amount,  before 
assuming  any  liability,  and  the  reinsurance  may  be 
arranged  to  commence  as  from  the  actual  time  of  its  ac- 
ceptance, or  as  from  the  inception  of  the  original  insur- 
ance, or  at  any  other  agreed  time.  It  is  sometimes  stipu- 
lated that  a  reinsurance  after  acceptance  shall  be  carried 
to  expiration  or  maturity,  but  more  often  the  reinsurer 
has  the  right  to  cancel  at  any  time.  The  reinsurance  may 
follow  and  participate  in  all  the  features  of  the  insuring 
policy,  or  may  be  limited  to  certain  specified  parts  of  the 
risk,  and  likewise  the  reinsurance  premium  may  be  at  the 
same,  or  a  higher  or  lower  rate  according  to  mutual 
agreement.  In  the  investigation  and  settlement  of 
claims  or  losses  on  risks  so  reinsured  the  insurer  acts 
alone,  and  the  reinsurer  is  bound  to  accept  the  settlement 
and  contribute  its  proportionate  share.  The  reinsurer 
also  bears  part  of  the  expense  of  the  adjustment. 

Obligatory  Reinsurance  is  transacted  under  general 
contracts  or  "  treaties  "  applicable  to  classes  of  risks,  or 
to  the  excess  lines  arising  above  stipulated  limits,  or  to 
a  fixed  quota  of  each  and  all  risks  assumed  by  the  in- 
surer. The  treaty  confers  upon  the  insurer  very  exten- 
sive powers  that  might  offer  opportunities  of  discrimin- 
ation were  they  not  counterbalanced  in  such  way  as  to 
make  the  best  interests  of  the  insurer  common  with,  and 
inseparable  from,  the  interests  of  the  reinsurer,  and  in 
view  of  this  community  of  interest  it  has  often  been 
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said  that  a  reinsurance  treaty  resembles  a  partnership 
more  than  an  insurance  contract  or  policy.  In  its  legal 
aspects  a  reinsurance  treaty  is  not  a  partnership,  but  a 
contract  of  insurance  against  indirect  (instead  of  direct) 
loss  or  damage,  the  reinsurer  being  obligated  for  a  con- 
sideration, to  indemnify  the  insurer  in  part  for  a  loss 
which  the  latter  has  to  make  good  to  the  original  insured, 
and  as  it  is  uncertain  whether  or  not  this  obligation  will 
materialize  through  or  in  consequence  of  any  of  the 
eventualities  insured  against,  the  reinsurance  effected 
under  a  treaty  evidently  bears  the  characteristics  of 
insurance.  The  similarity  between  a  treaty  of  reinsurance 
and  a  silent  partnership  lies  in  the  fact  that  the  insurer 
and  reinsurer  both  have  capital  invested  in  the  venture; 
both  gain  from  the  premiums  received ;  both  may  sustain 
loss ;  while  one  party,  the  insurer,  conducts  all  the  activi- 
ties of  the  business  with  most  comprehensive  powers  and 
binding  effect  upon  the  other  party,  the  reinsurer;  and 
in  the  equation  of  earnings  the  insurer  receives,  not  only 
the  whole  proceeds  of  its  own  part  of  the  business  but 
also  receives  as  compensation  for  management  a  share 
of  the  reinsurer's  profits,  commonly  called  "  contingent 
commission."  The  reinsurer  follows  the  insurance  for- 
tunes, but  not  the  commercial  fortunes  of  the  insurer, 
and  although  in  a  sense  the  insurer  trades  upon  the  cap- 
ital of  the  reinsurer,  issuing  policies  for  the  amount 
which  both  companies  combined  are  able  to  assume  on  a 
risk,  within  the  limitations  of  the  treaty,  there  is  no  cor- 
porate unity  between  them,  and  no  actual  partnership — ■ 
merely  a  trading  agreement  with  community  of  interest. 
The  insurer  selects  the  risks,  and  cedes  a  portion  to 
the  reinsurer,  according  to  the  limits  and  stipulations  of 
the  treaty,  and  furnishes  such  information  or  particulars 
of  each  risk  as  may  be  required,  not  for  the  purpose  of 
enabling  the  reinsurer  to  select  as  in  facultative  reinsur- 
ance, but  to  afford  the  reinsurer  an  opportunity  of  prop- 
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erly  classifying  and  handling  the  business.  The  insurer 
is  bound  by  the  terms  of  the  treaty  to  retain  at  its  own 
liability  on  each  and  every  risk  a  stipulated  amount 
which  is  usually  not  less  than  the  amount  ceded,  and, 
therefore,  while  the  purpose  and  effect  of  insurance  is 
to  transfer  a  risk  or  probability  of  loss,  and  give  the 
assured  (or  beneficiary)  complete  indemnity  to  the  extent 
of  the  insurance,  the  process  of  reinsurance  is  different 
in  that  it  distributes  the  risk  or  its  consequences  and 
leaves  each  participant,  insurer  and  reinsurer,  to  bear 
a  portion  of  the  lo^s  iu  any  event. 

The  so-called  "  salvage  duty,"  that  is  the  duty  of  the 
assured  to  do  everything  possible  toward  reducing  or 
preventing  further  damage  when  the  event  insured 
against  happens,  is  also  imposed  upon  the  insurer  to  the 
extent  that  the  insurer  must  oppose  as  much  as  possible 
any  imjust  or  extraordinary  demands  of  the  assured  or 
the  beneficiary,  and  neglect  of  this  duty  soon  reacts  upon 
the  insurer. 

Reinsurance  value,  as  a  rule,  is  a  fixed  one,  being  a 
pro  rata  part  of  the  insurance  value  of  the  direct  risk, 
whereas,  the  direct  insurer  has  always  the  right  to  in- 
quire into  the  actual  insurable  value  of  the  risk  both 
before  and  after  loss  has  occurred  and  see  that  the 
assured  is  not  making  a  gain.  This  has  an  important 
bearing  upon  the  transactions  of  the  insurer  for  joint 
account  of  the  reinsurer,  and  is  one  among  many  features 
that  necessitate  good  faith  and  absolute  equity  between 
the  contracting  companies. 

The  positions  of  both  the  insurer  and  reinsurer  under 
a  treaty  comprise  not  only  rights  but  also  duties,  and  the 
management  of  the  business  being  a  vested  right  or 
privilege  of  the  insurer,  it  follows  logically  that  the  in- 
surer must  continue  to  perform  its  duty  of  management 
so  long  as  any  reinsurance  remains  in  force,  or  failing  to 
do  so,  the  reinsurance  ceases.    Thus,  if  an  insurer  stops 
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business  or  goes  into  liquidation,  or  sells  out  to  some 
other  company,  or  is  amalgamated  with  and  absorbed  by 
another  company,  and  consequently  ceases  to  perform 
the  management  of  the  business  of  the  reinsurer  as  pre- 
viously ceded  under  a  treaty,  the  reinsurance  terminates 
unless  arrangements  have  been  made  by  mutual  consent 
to  transfer  to  the  other  company  the  treaty  and  the  entire 
portfolio  of  cessions,  including  all  the  rights  and  duties 
of  the  origiual  insurer.  In  Europe,  where  the  reinsur- 
ance business  is  regulated  by  special  laws,  it  is  well 
established  through  the  courts  that  a  reinsurance  treaty, 
or  a  portfolio  of  reinsurances  can  only  be  assigned  or 
transferred  by  mutual  consent  of  the  companies  at 
interest;  but  in  America  where  the  statutes  are  still 
crude,  though  voluminous,  it  has  been  sustained  by  the 
courts  that  a  company  even  in  insolvency  has  the  right  to 
assign  its  reinsurances.  If  the  premium  paid  were  the 
only  consideration  for  reinsurance,  the  ruling  referred 
to  would  not  be  unjust,  but  in  all  treaties  there  are  other 
valuable  considerations. 

In  the  reinsurance  of  fire  and  marine  risks  it  is  gen- 
erally customary  for  the  liability  of  the  reinsurer  to 
extend  to  or  participate  in  all  the  items,  terms  and  condi- 
tions of  the  original  policy,  and  for  the  reinsurance 
premium  to  be  a  proportionate  share  of  the  original 
premium,  but  in  the  reinsurance  of  life  and  casualty 
risks,  where  there  may,  perhaps,  be  no  occasion  for  having, 
the  reinsurance  co-extensive  with  the  insurance,  it  fre- 
quently happens  that  reinsurance  is  effected  under  some 
specified  features  of  the  policies  and  at  special  premium 
rates  which  have  been  calculated  to  compensate  for  only 
such  elements  of  the  original  risk  as  have  been  assumed 
by  the  reinsurer.  Thus,  in  liability  business,  the  "  second 
limits  "  may  be  reinsured;  or  in  accident  business,  the 
death  and  dismemberment  features  may  be  reinsured 
separately  from  the  disability  and  other  indemnities; 
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the  premium  rates  for  such  reinsurances  being  specially 
determined.  In  life  reinsurance  we  find  the  nearest  ap- 
proach to  exact  science  and  economy,  as  the  amount  of 
reinsurance  is  determined  by  the  "  net  amount  at  risk  " 
under  the  respective  policy,  that  is  to  say,  the  reserves 
as  laid  or  accumulated,  are  deducted  from  the  face 
amount  of  insurance  and  the  difference  or  "  net  amount 
at  risk  "  is  the  basis  for  reinsurance.  The  amount  of 
reinsurance  consequently  diminishes  from  year  to  year 
as  the  reserves  increase,  and  the  premiums  are  calculated 
upon  the  actual  amount  of  reinsurance  instead  of  upon  a 
constant  amount. 

Treaty  reinsurance  is  called  ' '  automatic  ' '  because  the 
liability  of  the  reinsurer  attaches  simultaneously  witli 
the  liability  of  the  insurer,  and  usually  continues  until 
the  risk  of  the  original  insurer  ceases,  although  in  some 
instances  the  term  of  reinsurance  is  specially  fixed  for  a 
shorter  time.  Life  companies  assume  risks  for  the  bal- 
ance of  the  assured 's  life,  and  may  effect  reinsurances 
concurrently,  or  for  a  term  of  five  or  ten  or  twenty  years, 
after  the  expiration  of  which  the  insuring  company 
carries  the  entire  liability. 

During  the  last  five  years  the  volume  of  reinsurance 
transacted  in  the  United  States  has  increased  very 
rapidly  in  every  branch  of  the  business,  and  this  augurs 
well  for  the  future  stability  of  American  companies  as 
the  reinsurers  are  mostly  European  companies  that 
transact  world-wide  business  and  are  not  much  affected 
by  the  unprofitable  years  that  periodically  occur  in  all 
localities  and  especially  in  America,  by  reason  of  disas- 
trous fires  or  great  casualties,  and  the  effect  is  the  same 
as  though  the  amount  of  capital  invested  here  in  various 
underwriting  enterprises  were  doubled  or  trebled.  When 
San  Francisco  burned  the  foreign  reinsurers  paid  more 
than  thirty  millions  of  dollars  and  it  may  be  said  to  the 
great  credit  of  the  admitted  foreign  companies  that  there 
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was  not  one  failure  to  pay  up,  while  in  several  instances 
American  companies  having  local  or  reciprocal  reinsur- 
ances from  other  American  companies  sustained  a  con- 
siderable amount  of  loss  through  the  non-payment,  or 
through  the  scaling  down  of  those  reinsurances. 

Even  in  the  year  1910,  without  conflagration,  the  ad- 
mitted foreign  reinsurance  companies  contributed  over 
nine  million  dollars  to  the  fire  losses  in  this  country,  and 
it  may  be  said,  in  closing,  that  the  relations  between  the 
American  and  European  companies  through  the  medium 
of  reinsurance  treaties,  have  become  intimate  and 
permanent,  and  the  results  are  directly  beneficial  to  the 
shareholders  and  policyholders  of  the  domestic  com- 
panies, while  at  the  same  time  affording  the  foreign  com- 
panies some  returns  for  their  enterprise. 


Chapteb  LXI 

AUTOMATIC  SPRINKLER  LEAKAGE 
INSURANCE 

By  Howaed  G.  Chase 

The  Automatic  Sprinkler 

Once  upon  a  time,  so  the  story  goes,  a  fire  started  in  a 
building  at  a  spot  where  the  flames  soon  reached  a  lead 
water  pipe.  The  pipe  melted,  water  was  discharged  from 
the  opening  and  the  fire  was  extinguished.  This  is  sup- 
posed to  have  been  the  incident  which  gave  birth  to  the 
idea  that  finally  resulted  in  the  automatic  sprinkler. 

This  curious  happening  may  have  been  and  probably 
was  subsequent  to  the  first  use  of  the  perforated  pipe 
system  of  fire  protection  which  was  first  installed  in  mill 
properties  about  the  year  1850.  This  system  consisted 
of  pipes,  pierced  with  small  holes  at  intervals,  which  were 
run  along  the  ceiling.  In  event  of  fire,  water  was  turned 
into  these  pipes  by  opening  a  valve.  Later  came  the  open 
sprinkler  system,  identical  with  the  perforated  pipe  sys- 
tem, except  that  the  water,  instead  of  being  precipitated 
through  openings  in  the  pipe  itself,  was  discharged 
through  many  small  holes  in  bulbs  which  were  set  into  the 
under  side  of  the  piping.  Neither  of  these  systems  was, 
of  course,  automatic  and  it  was  probably  not  for  some 
ten  years  or  longer  that  the  principle  was  evolved  which 
used  the  heat  of  the  fire  to  produce  openings  through 
which  water  might  be  discharged  upon  the  flames. 

The  early  types  of  automatic  sprinkler  heads  which 
took  the  place  of  the  perforated  bulbs  of  the  open  sprink- 
ler system,  were  crude  and  unreliable.  The  fusible  link 
was  born  indeed,  but  was  so  imperfect  in  the  early  forms 
of  its  construction  and  in  the  composition  of  the  fusible 
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solder,  that  the  heads  might  operate  or  not,  in  event  of  a 
fire.  Frequently  also,  heads  would  open  without  any 
excuse  whatever  and  serious  water  damage  would  result. 
Gradually,  however,  improved  types  of  sprinkler  heads 
were  developed,  so  that  today  it  may  be  said  that,  while 
they  can  hardly  be  called  perfected,  they  are  almost  uni- 
formly reliable  in  event  of  a  fire.  Their  unreliability  is 
now  principally  confined  to  their  tendency  to  open  when 
there  is  no  fire.  This  tendency  has  been  checked  to  a 
moderate  degree  during  the  past  few  years  but  probably 
can  never  be  entirely  eliminated.  In  a  large  majority  of 
cases  of  accidental  opening  of  sprinkler  heads,  the  cause 
cannot  definitely  be  determined  and  is  put  down  simply 
as  "  defective  head."  There  may  have  been  lack  of  care 
in  the  assembling  of  the  different  parts  of  the  head,  one 
or  more  of  the  parts  may  have  been  imperfectly  turned 
out  or  the  solder  itself  may  have  been  at  fault. 

There  are,  at  this  writing,  about  a  dozen  different  types 
of  heads  that  have  been  approved  by  the  fire  under- 
writers, after  exhaustive  tests  at  their  laboratories.  It 
is  the  practice  of  the  insurance  companies  writing  sprink- 
ler leakage  to  insure  only  such  systems  as  are  equipped 
with  approved  heads.  The  general  form  of  construction 
of  these  different  heads  is  very  similar.  An  opening  is 
provided,  usually  one-half  inch  in  diameter,  which  is 
closed  by  a  disc  that  is  held  in  place  by  struts  or  levers, 
adjusted  off-center,  which  in  turn  are  held  in  place  by 
fusible  solder.  When  the  temperature  reaches  a  fixed 
degree,  165°  in  the  case  of  low  test  heads,  the  solder  melts, 
the  struts  and  disc  fly  out  and  the  emerging  water  is 
thrown  violently  against  a  small  deflector  which  is  at- 
tached to  the  frame  of  the  head,  producing  a  heavy  water 
spray  which  will  cover  an  area  of  about  eighty  square 
feet.  The  solder  in  the  standard  forms  of  high  test  heads 
is  so  composed  as  not  to  fuse  until  the  surrounding  tem- 
perature reaches  212°,  285°  and  360°  respectively.  These 
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high  test  heads  are  used  in  places  where  the  conditions 
are  such  that  higher  temperatures  than  normal  are  usual 
or  to  be  expected,  as  in  boiler  rooms,  dry  rooms,  tops  of 
skylights,  near  steam  pipes,  etc. 

The  other  features  of  the  automatic  sprinkler  system, 
the  piping,  the  valves,  the  automatic  alarm  and  the  tank, 
have  also  been  subject  to  gradual  development  until  today 
they  approach  perfection  in  their  construction  and 
arrangement.  A  very  large  majority  of  sprinkler 
systems  are  what  is  known  as  ' '  wet  ' ' ;  that  is,  water 
under  pressure  is  always  in  the  pipes,  ready  to  be  dis- 
charged when  a  head  opens.  In  buildings  which  are  not 
heated  and  in  show  windows,  open  sheds  and  other  places 
exposed  to  freezing  temperature,  "  dry  "  systems  are 
installed.  In  a  protected  place  there  is  placed  a  valve 
called  the  "  Dry  Pipe  Valve,"  within  which  is  a  cap  or 
plate  which  holds  back  the  water  from  the  sprinkler 
piping.  This  cap  or  plate  is  held  in  place  by  the  air  in 
the  pipes,  which  is  under  sufficient  pressure  to  accomplish 
this.  When  the  air  pressure  is  lowered  by  reason  of  the 
opening  of  a  sprinkler  head,  the  cap  or  plate  is  displaced 
by  the  pressure  of  the  water  behind,  which  then  rushes 
into  the  pipes,  to  be  quickly  discharged  through  the  open 
head. 

Every  modern  sprinkler  system  is  equipped  with  an 
automatic  alarm  which  is  put  into  operation  by  the  pass- 
age of  water  through  the  piping.  This  alarm  may  consist 
of  a  gong  or  gongs  inside  or  outside  of  the  building  and 
may  also  be  connected  with  some  outside  station,  such  as 
the  fire  department,  the  local  telegraph  office  or,  in  the 
larger  cities,  with  a  central  station,  specially  provided. 

Water  is  generally  supplied  to  sprinkler  systems  from 
gravity  tanks  that  may  be  erected  either  upon  the  roof  of 
the  building  or  upon  an  open  framework  tower  rising 
from  the  ground.  Sometimes  pressure  tanks  are  used 
but  these  are  not  recommended  for  a  primary  supply. 
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Pressure  tanks  are  usually  located  in  the  building,  just 
beneath  the  roof.  In  some  instances  water  is  obtained 
direct  from  pressure  mains  and  often  there  will  be  a  fire 
pump  as  an  auxiliary. 

A  serious  menace  to  life  and  property  is  the  tre- 
mendous weight  of  the  average  sprinkler  tank,  a  weight 
that  is  concentrated  over  a  very  small  part  of  the  build- 
ing. Defective  or  inadequate  supports  not  infrequently 
cause  the  fall  of  the  tank.  It  goes  down  intact — in  the 
case  of  a  20,000  gallon  tank,  a  weight  of  over  eighty  tons 
— tearing  and  wrecking  everything  in  its  way  until  it 
reaches  the  lowest  cellar,  where  it  will  finally  break  up. 
The  hazard  of  a  falling  sprinkler  tank  can  be  likened 
only  to  that  of  an  exploding  steam  boiler. 

Sprinkler  systems  were  first  installed  in  mills  and 
factories.  Gradually,  however,  their  use  has  spread  to  all 
classes  of  buildings,  with  the  one  possible  exception  of 
residences.  Sprinkler  systems  are  now  to  be  found  in 
public  buildings,  theatres,  hotels,  office  buildings,  shops, 
big  and  little,  wharves,  warehouses,  and  in  factories  and 
mills  of  all  descriptions. 

Inspections 

The  paramount  importance  of  the  regular  and  rigid  in- 
spection of  sprinkler  systems  cannot  be  too  strongly  em- 
phasized. So  obvious  is  it  that  a  sprinkler  system  is  a 
menace  to  life  as  well  as  to  property,  that  the  owner  of 
every  building  so  equipped  should  see  to  it  that  the  chance 
of  an  accident  is  reduced  to  the  minimum.  Without  regard 
to  the  amount  of  insurance  carried,  prevention  of  accident 
is  the  first  end  to  be  sought.  To  achieve  this,  careful  and 
intelligent  inspections  by  experts  at  regular  and  frequent 
intervals  are  absolutely  necessary.  An  inspector  will 
usually  start  at  the  top  of  the  building  with  the  tank, 
examining  its  supports  and  opening  the  trap  door  in  the 
cover  to  ascertain,  in  winter,  whether  the  means  of  heat- 
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ing  the  water  in  the  tank,  usually  a  steam  coil,  to  keep  it 
well  above  the  freezing  point,  is  properly  performing  its 
function.  He  will  then  come  down  through  the  building 
examining  every  foot  of  sprinkler  piping  and  every  head, 
on  the  lookout  for  defects  or  external  conditions  which 
might  be  dangerous.  Frequently  he  will  find  driving  belts 
in  too  close  proximity  to  heads,  or  goods  piled  too  near,  or 
merchandise  displayed  by  being  hung  over  the  piping,  or 
he  will  find  electric  wires  strung  too  close.  These  are 
only  a  few  of  the  dangerous  conditions  which  are  daily 
found  by  a  sprinkler  system  inspector.  He  will  then 
examine  the  cut-off  valves,  the  dry  pipe  valve  if  there  be 
one,  and  the  automatic  alarm,  to  see  that  they  are  in 
working  order.  An  ounce  of  prevention  is  worth  a  pound 
of  cure,  for  a  leakage  loss  does  not  always  stop  at  the 
property  loss ;  it  often  causes  a  total  or  partial  shut-down 
for  a  time  and  either  from  this  or  by  reason  of  the  damage 
to  merchandise,  orders  are  lost  or  canceled  and  the  repu- 
tation of  a  merchant  for  promptness  in  deliveries,  suffers. 
To  put  it  in  a  nutshell,  a  first-class  inspection  service  is 
just  as  necessary  in  connection  with  sprinkler  insurance 
as  it  is  in  connection  with  steam  boiler  insurance.  Sprink- 
ler systems  should  be  inspected  by  experts  every  three  or 
four  months,  just  as  steam  boilers  are  inspected. 

Insurance 

The  subject  of  automatic  sprinkler  leakage  insurance 
is  to  be  approached  in  this  year  of  grace,  if  not  with  fear 
and  trembling,  at  least  with  caution,  so  far  as  that  portion 
of  it  relating  to  the  making  of  rates  is  concerned,  on 
account  of  the  chaotic  conditions  that  obtain.  These  con- 
ditions, however,  are  being  remedied  in  various  sections 
of  the  United  States  and  in  due  course  will  no  doubt  be 
corrected  in  large  measure  throughout  the  country. 

With  the  gradual  perfection  of  automatic  sprinkler  sys- 
tems for  the  purpose  of  protection  against  fire  and  with 
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the  corresponding  increase  in  the  number  of  installations, 
the  necessity  for  insurance  protection  against  water 
damage,  caused  by  accidental  leakage  or  discharge  from 
such  systems,  became  recognized  and  the  underwriting 
of  this  hazard  began. 

The  causes  of  water  damage  are  many:  As  has 
been  noted,  sprinkler  heads  are  adjusted  with  a  fusible 
link  which  readily  melts  when  the  temperature  reaches  a 
certain  degree.  They  will  open  when  the  natural  or  arti- 
ficial temperature  reaches  the  degree  fixed,  even  if  there 
is  no  fire ;  they  will  open  under  water  pressure  from  weak- 
ness or  defects;  they  will  open  when  the  fusible  link  is 
weakened  by  corrosion ;  they  will  open  under  the  constant 
vibration  of  machinery;  they  will  freeze  and  burst  when 
exposed  to  cold  from  an  open  window  or  a  broken  pane 
of  glass ;  they  will  open  by  reason  of  an  accidental  knock 
or  blow,  such  as  might  be  given  by  a  broken  belt,  by  the 
handling  of  merchandise  or  a  board  or  ladder ;  they  will 
open  when  accidentally  charged  with  a  sufficiently  power- 
ful electric  current ;  valves,  pipes  and  fittings  freeze  and 
burst;  elbows  and  tees  are  stripped  under  vibration; 
water  hammer  will  cause  discharge  from  sprinkler  heads, 
elbows,  tees  and  other  pipe  joints ;  supply  tanks  will  fall, 
collapse,  burst,  leak  or  overflow ;  the  settling  of  a  building 
will  weaken  sprinkler  pipes  and  fittings  sufficiently  to 
cause  leakage. 

In  practice  it  has  been  found  that  in  a  majority  of 
accidents  the  cause  could  not  definitely  be  determined. 
Sufficient  it  is  to  say  that  an  automatic  sprinkler  system, 
while  by  far  the  most  important  of  all  fire  protection 
devices,  is  at  the  same  time  an  ever  present  menace  as 
far  as  water  damage  is  concerned  and  should  be  covered 
by  an  adequate  policy  of  insurance. 

The  sprinkler  leakage  policies  issued  by  the  different 
companies  are  necessarily  similar  in  many  of  their  pro- 
visions but  differ  widely  in  other  provisions.     They  all 
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cover  accidental  leakage  or  discharge  of  water  from  the 
sprinkler  system,  with  certain  limitations.  These  limita- 
tions vary  in  the  different  policies,  some  of  which  are 
much  more  liberal  than  others  to  the  assured.  In  addi- 
tion to  this  coverage,  a  few  of  the  companies  issue  pol- 
icies to  cover  leakage  or  discharge  of  water  from  the 
sprinkler  tank,  and  still  fewer  to  cover  damage  caused 
also  by  the  impact  of  the  tank  itself,  its  parts,  supports 
and  platform,  in  event  of  its  fall  or  precipitation.  With 
these  two  latter  provisions  included  and  with  a  minimum 
of  limitations  and  exceptions,  a  coverage  is  obtained 
which  gives  complete  protection  to  the  assured  with  little 
opportunity  for  misunderstanding  or  dispute  in  event  of 
a  loss.  It  is  possible  that  in  the  not  distant  future  a 
uniform  or  standard  form  of  policy  may  come  into  use 
and  this  most  desirable  condition  will  be  welcomed  no 
less  by  the  assured  than  by  the  companies. 

Rate  Making 

And  now  to  approach  that  subject  which  is  at  present 
the  bane  of  the  underwriter,  the  making  of  sprinkler 
leakage  rates.  In  the  early  days  the  damageability  of  the 
merchandise  or  other  property  at  risk  was  about  the  only 
feature  considered  in  making  a  rate.  Only  to  a  minor 
extent  were  considered  the  make  of  the  system,  its  age, 
its  loss  record,  the  location  of  the  cut-off  valves,  the  pro- 
tection afforded  by  an  automatic  alarm  or  the  lack  of 
protection  due  to  its  absence,  the  presence  of  a  watchman 
upon  the  premises  when  not  open  for  business  and 
whether  the  automatic  alarm  was  connected  with  an  out- 
side station  such  as  the  fire  department,  telegraph  office 
or  a  central  station  especially  established  for  the  pur- 
pose. A  risk,  on  account  of  defects  in  the  equipment  or 
protection  might  be  declined  by  one  company  while  it 
might  be  accepted  by  another.  Determination  of  the  pro- 
portionate damageability  of  merchandise  was  to  some 
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extent  a  matter  of  guess  work,  there  being  but  little  ex- 
perience. Of  course,  it  was  evident  that  cutlery  was  a 
greater  hazard  than  glassware  or  china  and  approxi- 
mately relative  proportions  of  hazard  could  in  many 
other  cases  be  determined,  but  in  diverse  instances  there 
was  a  wide  divergence  of  opinion  among  the  underwriters 
as  to  the  hazard,  so  that  where  one  company  published  a 
manual  rate  of  $1.25  per  hundred,  another  might  fix  a 
rate  of  $2  or  $2.50.  As  competition  for  business 
increased,  the  manuals  were  less  and  less  adhered  to  and 
finally,  with  the  entrance  of  a  considerable  number  of  fire 
companies  into  the  field,  there  ensued  a  period  of  rate- 
cutting  which  at  the  present  writing  still  continues.  The 
experience  of  the  companies  which  have  been  underwrit- 
ing sprinkler  leakage  for  a  period  of  years  shows  that  the 
present  average  of  rates  is  too  low  to  properly  com- 
pensate the  companies  and  to  properly  protect  the  policy- 
holder. 

A  solution  of  the  problem  of  rating  seems  to  be  in 
sight,  however.  In  fact,  it  has  been  put  into  partial  effect 
in  the  middle  west  and  in  due  course  will  undoubtedly 
be  extended  to  other  parts  of  the  country.  In  order  to 
comply  with  the  provisions  of  a  law  passed  in  1911  in  the 
state  of  Missouri,  the  different  companies  doing  business 
in  that  state  engaged  an  experienced  actuary  to  prepare 
a  schedule  of  basic  ratings  to  be  filed  with  the  Missouri 
insurance  commissioner  and  also  specific  ratings  for 
every  sprinkler  risk  in  the  state.  The  method  adopted 
for  arriving  at  these  specific  ratings  is  known  as  the 
"  Analytic  System  for  the  Measurement  of  the  Relative 
Hazard  of  Sprinkler  Leakage,"  and  necessitates  the 
careful  survey  of  each  risk  with  reference  to  a  certain 
defined  formula.  This  formula,  while  complicated,  is 
sane  and  workable,  and  takes  into  account  each  and  every 
condition  affecting  the  hazard,  which  the  old  method  of 
"  going-it-blind  "  rating  failed  to  do. 
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After  some  tentative  experimenting,  a  certain  general 
basic  rate  was  determined  upon  as  being  fair  and  equit- 
able and  as  yielding  specific  rates,  after  tbe  application 
of  the  formula,  which  would  be  lower  than  the  rates  that 
generally  obtained  before  the  period  of  rate-cutting 
began  and  yet  which  would  be  high  enough  to  safeguard 
the  underwriting  companies  and  their  policyholders. 

As  a  beginning,  certain  "  standards  "  for  sprinkler 
equipments  were  determined  upon  which  may  be  briefly 
summarized  as  follows:  Those  having  to  do  with  (1) 
sprinkler  heads  (a)  in  show  windows,  (&)  in  enclosures 
or  rooms  subject  to  high  temperature;  (2)  those  having 
to  do  with  location  of  valves,  and  the  construction  of 
hangers  and  drips;  (3)  those  having  to  do  with  the  dry 
pipe  system,  particularly  as  regards  (a)  pressure  gauge, 
(b)  minimum  air  pressure,  (c)  drainage,  (d)  enclosure 
of  valve;  (4)  those  having  to  do  with  the  gravity  tank 
upon  a  building,  particularly  as  regards  (a)  drain,  (fe) 
supports  for  tank,  (c)  cover,  (d)  boxing  for  pipe,  (e) 
ladders,  (/)  discharge  pipe,  (g)  overflow,  {h)  heating, 
(i)  construction  of  wooden  tanks,  and  (j)  dimensions  of 
tank;  (5)  certain  miscellaneous  requirements,  such  as 
(a)  that  sprinkler  pipes  should  not  be  used  in  any  way 
for  domestic  service;  (fc)  that  stock  should  not  be  piled 
nearer  than  two  feet  to  the  ceiling,  (c)  that  sprinkler 
piping  should  not  be  used  for  the  support  of  stock,  cloth- 
ing, electric  light  wires,  etc.,  (d)  that  sprinkler  systems 
be  not  over  ten  years  old,  and  (e)  that  sprinkler  heads  be 
of  approved  make. 

The  formula  itself,  which  is  applied  specifically  to  each 
risk  after  a  survey,  consists  of  certain  charges  and 
credits.  The  charges  are  definite  percentages  to  be 
added  to  the  basic  rate  and  are  determined  by  (1)  area, 
(2)  stock  in  basement  or  sub-basement,  (3)  the  construc- 
tion of  the  floorways  and  the  character  of  the  openings, 
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(4)  finish,  (applying  to  buildings  only),  (5)  age  of  build- 
ing, (6)  sprinkler  equipment,  particularly  as  to  the 
freezing  exposure,  the  high  temperature  exposure,  the 
faulty  location  or  construction  of  valves,  pipes  not  sup- 
ported as  per  standard,  drips  not  provided  with  brass 
plugs  as  per  standard;  dry  system  pressure  gauge, 
air  pressure,  drainage  not  as  per  standard;  dry  pipe 
valve  not  enclosed  as  per  standard;  certain  charges 
by  reason  of  gravity  tank  or  pressure  tank  not  being  as 
per  standard;  certain  charges  where  sprinkler  heads 
are  exposed  to  violence  or  are  over  ten  years  old,  and  (7) 
damageability  of  stock. 

The  credits  are  certain  percentages  of  the  gross  rates 
and  are  deducted  therefrom.  They  are  based  upon  (1) 
approved  supervisory  system,  including  valve  alarm,  (2) 
approved  supervisory  system  without  valve  alarm,  (3) 
approved  alarm  system  with  inside  gongs,  (4)  approved 
alarm  system  with  gongs  outside  building,  (5)  approved 
mechanical  alarm  with  mechanical  gong  outside  building, 
(6)  watchman  inside  building,  with  watch  clock,  (7) 
watchman  inside  building  reporting  to  central  station. 

A  further  deduction  is  obtained  by  the  use  of  a  reduced 
rate  contribution  clause  which  takes  the  form  of  an 
endorsement  or  rider  to  be  attached  to  the  policy,  by  the 
operation  of  which,  in  consideration  of  the  further  re- 
duced rate,  the  assured  becomes  a  co-insurer  in  event  of 
the  property  at  risk  exceeding  in  value  at  the  time  of  a 
loss,  a  certain  relative  percentage  to  the  amount  of  insur- 
ance. A  10  per  cent,  reduced  rate  contribution  clause 
secures  to  the  assured  a  premium  reduction  of  60  per 
cent.  A  90  per  cent,  clause  secures  a  premium  reduction 
of  nearly  90  per  cent.  The  10  per  cent,  clause  is  the  one 
most  generally  in  use,  however,  and  substitutes  the  prac- 
tice heretofore  generally  followed  by  the  companies 
of  incorporating  a  co-insurance  clause  in  the  body  of  the 
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policy  and  of  refusing  to  write  a  policy  of  insurance  for 
an  amount  less  than  ten  per  cent,  of  the  value  of  the 
property  covered. 

This  analytic  system,  so  far  as  it  has  heen  used,  has 
shown  itself  to  be  a  scientific  method  of  arriving  at  the 
relative  hazard  of  sprinkler  leakage  and  it  would  appear 
that  its  use  will  before  long  become  practically  universal. 
If  so,  it  will  solve  many  of  the  problems  which  vex  the 
underwriters  today. 


Chapter  LXII 

STEAM  BOILEE  INSURANCE 

By  Allan  D.  Eistben 

Nature  of  the  Hazard 

The  Steam  Boilee.  In  the  early  days  of  steam  engi- 
neering it  was  common  to  make  boilers  in  the  form  of 
simple  cylindrical  tanks,  which  were  partially  filled  with 
water  and  placed  over  a  fire.  The  demand  for  greater 
efficiency,  safety,  and  ease  of  repair  has  now  rendered 
this  primitive  type  nearly  obsolete,  and  the  modern 
steam  boiler  is  a  more  or  less  complicated  structure, 
built  in  a  great  variety  of  forms,  over  300  recognizably 
diJBFerent  designs  being  in  regular  use  today. 

In  constructing  a  boiler,  attention  is  paid  to  the  pres- 
sure that  it  is  to  carry,  and  its  parts  are  proportioned 
accordingly.  In  boilers  intended  for  household  heating 
the  pressure  usually  does  not  exceed  five  pounds  per 
square  inch,  whereas  in  some  of  those  that  are  used  for 
the  generation  of  power  it  may  run  up  as  high  as  250 
pounds  per  square  inch.  It  is  usual  to  design  steam 
boilers  so  that  they  can  withstand,  before  bursting,  a 
pressure  four  or  five  times  as  great  as  that  which  they 
are  intended  to  carry  in  their  regular  work.  The  factor 
four  or  five,  by  which  the  strength  of  the  boiler  is  in- 
creased above  the  stress  that  will  actually  be  applied  to 
it,  is  called  the  "  factor  of  safety  "  of  the  boiler.  It  is 
intended  to  cover  all  uncertainties  that  may  exist  in  the 
design,  workmanship,  and  materials  employed,  and  to 
provide  a  certain  range  beyond  which  the  pressure  in 
the  boiler  may  be  carried  (in  case  the  attendant  is  care- 
less or  inattentive)  without  bringing  about  disastrous 
results.  It  also  makes  allowance  for  the  deterioration 
that  all  boilers  experience  with  age. 
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Every  boiler  is  supposed  to  be  fitted  witb  certain 
accessories  wbich  are  essential  to  its  safe  operation,  the 
most  important  of  these  being  the  safety-valve.  It  is 
also  provided  with  openings  which  permit  of  access  to 
the  interior  when  the  boiler  is  not  under  pressure,  these 
being  closed  by  cover-plates  when  it  is  in  operation. 
Openings  large  enough  to  permit  a  man  to  enter  the 
boiler  are  called  "  manholes,"  while  those  that  will 
merely  admit  the  hand  or  arm  are  called  "  handholes." 

Reality  of  the  Explosion  Hazard.  Between  October 
1,  1867,  and  January  1,  1911,  there  were,  in  the  United 
States  and  in  contiguous  parts  of  Canada  and  Mexico,  no 
less  than  11,134  steam  boiler  explosions,  these  being 
attended  by  11,391  deaths,  and  by  more  or  less  serious 
injuries  to  16,562  persons  in  addition.     In  1910  there 


Locations  of  Boiler  Explosionb  in  the  Nohtheasteen  United  States  During  1909. 
(Each  Dot  Represents  an  Explosion.) 

were  533  explosions,  resulting  in  the  death  of  280  per- 
sons, and  in  more  or  less  serious  injuries  to  506  others. 
The  geographical  distribution  of  the  explosions  in  the 
northeastern  part  of  the  United  States  (where  the 
boilers  are  most  numerous)  in  the  year  1909  is  shown 
in  the  accompanying  sketch-map,  where  each  dot  repre- 
sents one  explosion.*     The  distribution  in  other  recent 


*Thia  map  is  taken  from  The  Locomotive  for  July,  1910,  where  the  distribution  of  the 
explosions  is  shown  for  the  entire  country. 
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years  is  much  the  same.  The  number  of  boiler  explo- 
sions in  the  United  States  compares  most  unfavorably 
with  the  number  in  other  parts  of  the  civilized  world. 
We  have  four  times  as  many  as  England,  and  seventeen 
times  as  many  as  Germany.  (See  The  Locomotive,  April 
1909,  page  173.)  This  enormous  difference  cannot  be 
explained  by  assuming  that  the  number  of  boilers  is 
correspondingly  greater  in  this  country,  nor  by  assuming 
that  our  statistics  are  more  complete  than  the  foreign 
ones. 

No  reliable  data  can  be  given  respecting  the  total  num- 
ber of  boilers  in  use  in  the  United  States,  nor  respecting 
the  total  property  loss  from  boiler  explosions.  The  loss 
due  to  a  single  explosion  often  exceeds  $100,000,  however. 

Causes  of  Explosions.  The  absurd  idea  that  a  boiler 
cannot  explode  unless  the  water  in  it  is  low  was  once 
almost  universal,  and  it  is  still  altogether  too  common. 
Low  water  is  certainly  one  cause,  but  it  is  far  from  being 
the  only  one.  A  boiler  manifestly  must  explode  whenever 
the  stress  that  is  thrown  upon  any  of  its  parts,  from  any 
cause  whatsoever,  is  greater  than  the  strength  of  that 
part.  The  pressure  within  the  boiler  may  mount  up  too 
high  while  the  boiler  itself  remains  in  good  condition,  or 
the  boiler  may  have  deteriorated  so  that  it  cannot  with- 
stand a  pressure  that  would  otherwise  have  been  quite 
safe,  or  these  two  main  causes  may  be  operative  at  the 
same  time — the  boiler  being  weakened  in  some  way,  and 
the  pressure  increased  also. 

Explosions  from  low  water  are  rarely  as  disastrous  as 
those  that  occur  when  the  boiler  has  a  proper  amount  of 
water  in  it,  and,  generally  speaking,  if  an  explosion  is 
exceedingly  violent  and  destructive,  we  may  be  fairly 
sure  that  it  was  not  due  to  low  water.  A  number  of 
experimental  attempts  have  been  made  to  produce  explo- 
sions by  letting  boilers  become  dry  while  under  steam, 
and  then  pumping  cold  feed  water  into  them.    Euptures 
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have  been  brought  about  in  this  way,  but  no  violent 
explosions  have  resulted. 

Explosions  may  be  due  to  simple  mismanagement. 
Many  are  caused,  for  example,  by  putting  boilers  quickly 
into  free  communication  with  others  that  are  carrying 
a  somewhat  higher  pressure.  An  act  of  this  kind  causes 
the  water  to  be  thrown  about  with  a  violence  out  of  all 
apparent  proportion  to  the  difference  in  pressure,  and 
as  it  strikes  against  the  shell  plates,  shocks  are  produced 
which  are  often  severe  enough  to  cause  the  immediate 
and  violent  disruption  of  the  whole  structure. 

What  Happens  When  Explosions  Occtje.  The  phe- 
nomena attendant  upon  boiler  explosions  vary  greatly  in 
different  cases.*  Sometimes  a  tube  ruptures,  letting  out 
a  fearful  stream  of  steam  and  boiling  water,  commonly 
scalding  one  or  more  employees  seriously  or  fatally,  and 
often  throwing  the  fire  from  under  the  boiler  out  into 
the  room.  Sometimes  the  whole  boiler  blows  apart  at 
once,  with  the  result  that  the  building  is  torn  down  in  an 
instant,  and  many  employees  may  be  killed  or  buried  in 
the  ruins.  Fire  often  follows,  with  dreadful  conse- 
quences. In  the  terrible  explosion  at  Brockton,  Mass., 
on  March  20,  1905,  which  led  to  the  present  stringent 
boiler  laws  of  Massachusetts,  some  200  employees  were 
imprisoned  by  the  falling  ruins,  and  many  of  them  were 
burned  to  death  before  the  eyes  of  their  would-be  res- 
cuers. (The  total  loss  of  life  from  that  explosion  was 
fifty-eight,  and  117  persons  were  also  injured.  The  prop- 
erty loss  was  estimated  at  $250,000.) 

The  worst  boiler  explosion  in  history,  so  far  as  loss  of 
life  is  concerned,  occurred  on  the  Mississippi  river 
steamer  Sultana,  near  Memphis,  Tenn.,  on  April  27,  1865. 
The  Sultana  was  loaded  down  with  northern  soldiers  just 

♦Perhaps  the  most  marked  similarity  on  record  is  that  between  the  explosion  at  the 
Park  Central  Hotel,  Hartford,  Conn.  (February  18,  1889),  and  the  one  at  the  Gumry  Hotel, 
Denver,  Colo.  (August  18,  1895).  In  each  case  the  hotel  was  destroyed  in  the  night,  and 
in  each  case  the  property  loss  was  about  $75,000.  In  the  Park  Central  explosion  twenty- 
three  persons  were  killed  and  ten  were  injured,  and  in  the  Gumry  explosion  twenty-two 
were  killed  and  seven  injured.      In  each  instance  the  boiler  contained  plenty  of  water. 
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released  from  southern  prisons.     The  explosion  killed 
1,238  persons  and  destroyed  the  boat. 

Exploding  boilers  are  often  thrown  high  into  the  air, 
but  it  is  seldom  possible  to  say  just  how  high.  In  one 
case,  however,  the  writer  found  it  possible  to  determine, 
with  a  fair  degree  of  accuracy,  the  vertical  distance  to 
which  the  drum  of  an  exploded  water-tube  boiler  was 
thrown.  This  was  found  to  be  1,659  feet,  or  almost 
exactly  three  times  the  height  of  the  Washington  monu- 
ment.* 

History  of  Steam  Boiler  Insurance 

Beginnings  of  Boiler  Insurance.  The  "  Hudders- 
field  Association  for  the  Prevention  of  Steam  Boiler  Ex- 
plosions," formed  at  Huddersfield,  England,  about  1854, 
appears  to  have  been  the  first  concern  to  make  a  business 
of  looking  after  steam  boilers,  though  it  did  not  engage  in 
actual  insurance,  but  merely  provided  systematic  inspec- 
tions for  its  members.  The  "  Steam  Boiler  Assurance 
Company,"  organized  at  Manchester,  England,  in  1859, 
absorbed  the  Huddersfield  association  in  1860,  and  was 
probably  the  first  to  issue  policies  of  insurance  upon 
steam  boilers.  The  sums  that  it  had  at  risk  were  very 
small.  The  well  known  "  Manchester  Steam  Users'  As- 
sociation "  was  formally  organized  in  January,  1855, 
though  preliminary  meetings  were  held  in  the  latter  part 
of  1854.  This  association  at  first  merely  made  inspec- 
tions and  furnished  mechanical  advice,  but  in  December, 
1864,  it  broadened  its  field,  and  thereafter  issued  policies 
of  insurance  also.  Numerous  other  associations  and 
corporations  were  subsequently  formed  in  England,  as 
well  as  in  Germany,  France,  and  Italy.  The  "  Boiler 
Inspection  and  Insurance  Company  of  Canada,"  now  the 
leading  company  in  the  Dominion  of  Canada,  was  organ- 
ized in  1875. 


*The'explo3ion  here  cited  occurred  on  June  15,  1909,  at  the  plant  of  the  Denver  Gas  dc 
Electric  Company,  Denver,  Colo.      For  further  details,  aee  The  Locomotive,  July,  1909. 
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Boiler  Insurance  in  the  United  States.  The  first 
company  to  engage  in  steam  boiler  insurance  in  the 
United  States  was  the  Hartford  Steam  Boiler  Inspection 
and  Insurance  Company,  which  was  formed  in  1866. 
Until  quite  recently  this  company  confined  its  attention 
exclusively  to  the  inspection  and  insurance  of  steam 
boilers,  but  it  has  lately  taken  up  fly-wheel  insurance 
also.  The  Fidelity  and  Casualty  Company  was  organized 
(though  under  a  different  name)  in  the  spring  of  1876.  It 
conducts  a  general  casualty  business,  steam  boiler  insur- 
ance being  one  of  its  several  branches.  The  American 
Steam  Boiler  Insurance  Company  was  organized  in  1883, 
but  after  a  checkered  career  it  went  into  a  receiver's 
hands  in  February,  1894.  In  more  recent  years  a  num- 
ber of  companies  have  added  steam  boiler  insurance  to 
their  other  lines  of  activity,  and  at  the  present  time  there 
are  more  than  twenty  companies,  altogether,  writing  this 
form  of  insurance  in  the  United  States. 

Nature  of  the  Insurance 

Prevention  the  Keynote.  The  keynote  of  boiler  in- 
surance should  be  the  prevention  of  explosions,  so  far  as 
prevention  may  be  possible.  In  this  respect  it  is  more 
or  less  unique,  though  it  is  increasingly  recognized  in  cer- 
tain other  lines  that  preventive  inspection  is  well  worth 
the  expenditure  of  large  sums  of  money.  In  employers' 
liability  insurance  and  fire  insurance,  for  example,  the 
inspection  service  has  become  extremely  important.  In 
steam  boiler  insurance  it  is  still  more  so,  and  an  inspec- 
tion service  of  the  highest  order  is  the  most  valuable  fea- 
ture of  the  business,  both  to  the  insuring  company  and  to 
the  owner  of  the  boiler. 

Nature  of  the  Policy.  In  boiler  insurance  there  is  no 
such  a  thing  as  a  standard  form  of  policy.  Each  company 
has  one  or  more  forms  of  its  own,  and  no  two  are  identical 
in  all  respects.     Every  such  policy,  however,  is  a  con- 
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tract  in  which  the  insuring  company  agrees  to  indemnify 
the  owner  for  any  immediate  loss  that  he  may  sustain  by 
reason  of  the  explosion  of  his  boiler,  as  well  as  for  any 
other  damage  of  like  nature,  for  which  he  may  be  liable. 
As  a  rule,  the  policy  also  covers  loss  of  life  and  personal 
injuries,  although  the  man  who  may  be  killed  or  injured 
is  not  directly  insured.  The  policy  is  intended  for  the 
protection  of  the  owner  of  the  plant,  and  no  claim  arises 
against  the  insuring  company  by  reason  of  death  or 
injury,  unless  the  circumstances  are  such  that  the  owner 
of  the  boiler  may  be  liable  for  the  said  death  or  injury. 

Most  boiler  policies  cover  only  the  immediate  damage 
that  may  be  sustained.  Consequential  damages,  due  to 
loss  of  business  or  to  decreased  efficiency  of  the  plant,  are 
not  ordinarily  included,  although  contracts  covering  such 
secondary  damages  may  also  be  had,  by  paying  an  extra 
premium  for  the  increased  hazard.  Loss  from  fire  fol- 
lowing an  explosion  is  not  covered  by  the  boiler  policy, 
even  though  the  fire  may  be  plainly  due  to  the  explosion. 
This  part  of  the  risk  is  carried  by  the  fire  companies. 

As  a  rule,  a  boiler  policy  is  written  for  a  term  of  three 
years,  though  sometimes  it  is  written  for  one  year,  and 
sometimes  for  five,  and  occasionally  no  definite  term  is 
stated,  the  insurance  then  continuing  until  due  notice  is 
given  by  one  of  the  parties  to  it. 

When  one  contract  covers  a  number  of  boilers,  the  en- 
tire sum  at  risk  is  of  course  stated  in  the  policy,  and  in 
addition  it  is  customary  to  specify  a  limit  to  the  liability 
of  the  insuring  company  for  any  one  explosion  or  acci- 
dent. Policies  may  be  had,  in  which  the  total  sum 
insured  is  applicable  to  any  one  accident,  but  a  higher 
premium  must  be  paid  in  that  case,  to  cover  the  greater 
hazard  to  which  the  insuring  company  is  exposed. 

Multiple  Explosions.  It  sometimes  happens  that  two 
or  more  boilers  explode  at  practically  the  same  instant. 
The  accident  is  then  regarded  as  a  single  explosion,  in- 
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volving  several  boilers.  Technical  journals  and  news- 
papers universally  refer  to  an  event  of  this  kind  in  the 
singular  number,  calling  it  a  "  multiple  "  or  "  com- 
pound "  explosion;  and  the  writer,  having  made  careful 
search,  is  confident  that  no  instance  can  be  cited  where 
this  usage  is  not  followed — unless  it  be  in  some  court 
case,  where  an  attempt  is  made  to  put  an  unusual  con- 
struction upon  the  word  ' '  explosion. ' ' 

Multiple  explosions  are  not  frequent,  but  they  are 
sometimes  appalling  in  magnitude.  On  July  25,  1887,  a 
battery  of  twenty-two  boilers  exploded  simultaneously 
at  Friedenshiitte,  in  Upper  Silesia,  Germany.  On  Octo- 
ber 11,  1894,  twenty-seven  boilers  in  a  battery  of  thirty- 
six  exploded  at  Shamokin,  Pa.  On  June  14,  1895,  eleven 
boilers  in  a  battery  of  fifteen  exploded  at  Eedcar,  Eng- 
land.   These  are  the  worst  examples  on  record. 

Eblation  of  the  Insxjeing  Company  to  the  Instjeed. 
During  the  term  of  the  contract,  the  insuring  company 
reserves  the  right  to  visit  the  insured  boilers  at  any  time 
that  it  chooses  to  do  so,  and  to  make  as  many  or  as  few 
inspections  as  it  deems  desirable.  It  does  not  exercise 
a  true  supervision  over  the  boilers,  however,  nor  have 
any  real  control  over  them  in  the  sense  of  being  empow- 
ered to  order  repairs  made,  nor  to  modify  the  mode  of 
operation  of  the  boilers,  nor  to  enforce  changes  of  any 
kind  whatsoever  about  the  plant.  It  can  only  make 
recommendations,  and  its  sole  recourse,  if  the  owner  does 
not  accede,  is  to  cancel  the  policy.  This  the  insuring 
company  reserves  the  right  to  do,  at  any  time  it  pleases ; 
and  in  the  event  of  such  cancellation  a  portion  of  the 
premium  is  returned  to  the  assured,  the  balance  to  be  so 
returned  being  computed  by  subtracting  from  the  orig- 
inal premium  a  reasonable  sum  for  the  inspections  that 
have  been  made,  and  also  a  sum  proportionate  to  the 
time  the  insurance  has  continued  in  force. 
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It  is  highly  important  to  note  that  the  insuring  com- 
pany does  not  guarantee  to  make  inspections,  and  that  it 
does  not  guarantee  their  excellence,  if  made.  Its  inspec- 
tions are  for  its  own  benefit.  Yet  inspections  so  made 
are  more  valuable  to  the  insured  than  they  would  be  if 
they  were  performed  by  some  disinterested  person  in 
return  for  a  fee,  because  presumably  the  insuring  com- 
pany, when  failure  to  detect  some  dangerous  defect  may 
cost  it  many  thousands  of  dollars,  will  examine  the  boiler 
more  carefully  than  it  would  if  it  were  merely  to  receive 
five  dollars  or  so  for  the  work.  Such  a  conclusion  is  in 
accord,  at  least,  with  what  we  know  of  huraan  nature. 
The  insuring  company  does  not  even  agree  (as  a  rule) 
to  make  any  report  to  its  insured,  except  in  case  it  finds 
a  defect  which  it  considers  to  be  dangerous.  It  naturally 
will  make  such  reports,  however,  since  its  own  interests 
are  promoted  by  so  doing.  It  will,  in  fact,  call  attention 
to  every  circumstance  which  may  tend  to  lengthen  the 
life  of  the  boiler,  or  to  render  its  operation  safer,  and  it 
will  freely  and  gladly  render  many  other  services  con- 
tributing to  these  same  ends. 

The  boiler  owner  must  remember  that  he  is  under 
obligation  to  look  after  his  plant  with  the  same  diligence 
that  he  would  exercise  if  it  were  not  insured,  for  he  is  not 
dealing  with  a  company  that  undertakes  to  relieve  him 
of  any  responsibility,  but  merely  with  one  that  agrees  to 
indemnify  him  in  case  he  meets  with  immediate  loss  or 
damage  through  the  explosion  of  his  boiler.  Yet  in  the 
event  of  such  a  loss,  and  a  subsequent  suit  against  him, 
the  insured  certainly  has  a  better  standing  in  court  from 
the  fact  that  in  taking  out  the  insurance  he  showed  a 
disposition  to  make  his  plant  as  safe  as  possible,  by 
enlisting  the  services  of  a  company  having  a  large  money 
interest  in  its  safety,  and  employing  trained  men  in  the 
making  of  expert  inspections. 
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Relatioit  of  the  Inspectob  to  the  Insueed.  It  is  no 
part  of  the  inspector's  duty  to  make  the  boiler  ready  for 
inspection.  All  the  work  of  preparation  must  be  done  by 
the  attendant  in  charge  of  it,  and  if  the  inspector  does 
anything  in  this  direction  he  does  so  on  his  own  responsi- 
bility, and  without  any  authority  from  the  company  that 
employs  him.  The  insuring  company  does  not  provide 
men  to  assist  in  the  care  of  the  boilers,  but  only  to 
examine  them  when  they  are  made  ready. 

The  inspector  is  not  authorized  to  make  any  report 
whatever,  oral  or  written,  to  the  owner  of  the  boiler  nor 
to  the  man  in  charge  of  it ;  and  if  he  does  so,  he  does  it  on 
his  own  initiative,  as  a  mere  matter  of  convenience  to  the 
assured — any  such  report  or  statement  or  suggestion 
being  of  an  unofficial  nature,  like  an  ordinary  conversa- 
tion between  man  and  man.  The  real  report  of  the  in- 
spector is  made,  after  the  inspection,  to  the  insurance 
company;  and  this  company,  in  turn,  usually  makes  a 
report  to  the  assured,  although  it  does  not  agree  to  do  so, 
unless  a  dangerous  defect  has  been  found.  The  report 
made  by  the  insurance  company  to  the  owner,  while  it  will 
ordinarily  conform  with  the  report  received  from  the 
inspector,  does  not  necessarily  do  so,  and  may  even  con- 
tradict it  absolutely.  The  judgment  of  the  inspector  will 
not  be  reversed  without  good  reason,  but  the  insurance 
company  will  naturally  base  its  own  report  upon  the 
entire  evidence  in  its  possession,  rather  than  upon  the 
opinion  of  one  man  only.  For  example,  the  boiler  may 
have  been  under  examination  for  a  number  of  years  by 
other  inspectors,  while  the  man  making  the  report  under 
consideration  may  have  seen  it  on  this  occasion  for  the 
first  time,  so  that  he  may  not  be  in  position  to  estimate 
correctly  the  rapidity  with  which  the  boiler  is  undergoing 
deterioration;  or  it  may  be  that  a  defect,  considered  by 
him  to  be  of  minor  significance,  will  be  construed  by  his 
superiors  as  having  more  serious  import. 
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Putting  the  Risk  in  Force 

Solicitation.  In  putting  a  boiler  insurance  policy  in 
force  there  comes,  first  of  all,  the  usual  work  of  solicita- 
tion. This  is  often  accomplished  by  direct  conference 
between  the  agent  of  the  insurance  company  and  the 
owner  of  the  boiler  or  his  immediate  representative. 
Sometimes,  however,  the  insurance  interests  of  a  corpor- 
ation may  be  placed  in  the  hands  of  a  broker  whose 
knowledge  of  the  subject  is  supposed  to  be  useful  to  the 
corporation,  and  in  cases  of  this  kind  the  agent  of  the 
insurance  company  confers  with  the  broker.  There  is 
nothing  distinctive  about  boiler  insurance  in  this  aspect, 
and  hence  we  shall  dwell  upon  it  no  further. 

Face  of  Policy  and  Premium.  It  was  long  the  custom 
of  boiler  insurance  companies  in  this  country  to  write 
their  policies  for  amounts  approximating  to  $5,000  per 
boiler,  so  that  a  plant  with  a  battery  of  four  boilers 
would  carry  a  policy  for  something  like  $20,000.  It  is  now 
the  usual  practice,  however,  to  base  the  amount  of  the 
insurance  upon  the  damage  that  could  reasonably  be 
expected  in  the  event  of  an  explosion,  and  the  face  of  the 
policy  is,  therefore,  determined  by  considering  the  nature 
of  the  business,  the  location  of  the  boilers,  the  number  of 
employees  exposed  to  danger,  and  other  like  circum- 
stances. 

An  agreement  having  been  reached  upon  this  point,  it 
remains  to  fix  the  premium  that  shall  be  paid.  This  must 
evidently  be  sufficient  to  cover  the  actual  cost  of  making 
the  inspections,  and  to  cover  the  loss  that  experience  indi- 
cates can  be  expected,  in  the  long  run,  upon  boilers  of  the 
character  under  consideration.  Each  premium  must  con- 
tribute its  share,  too,  towards  the  necessary  administra- 
tive and  agency  expenses  of  the  insurance  company,  and 
there  must  be  a  reasonable  margin  of  underwriting  profit 
in  the  transaction  as  well.  When  the  amount  at  risk  was 
about  $5,000  per  boiler,  it  was  found  that  a  rate  of  1  per 
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cent,  of  the  face  of  the  policy  was  a  proper  average 
charge  for  carrying  the  insurance  for  a  period  of  three 
years,  and  this  rate  is  used  for  determining  a  nominal 
premium,  which  is  then  subject  to  such  modification  as 
the  special  circumstances  of  the  risk  may  indicate.  Some 
classes  of  business,  for  example,  are  known  to  be  more 
prone  to  boiler  explosions  than  others,  and  some  types 
of  boilers  give  more  trouble  than  others.  The  inspection 
cost  is  a  heavy  item  in  a  properly  conducted  boiler  insur- 
ance business,  and  it  is  plain  that  an  isolated  boiler, 
which  would  call  for  a  considerable  amount  of  time  on 
the  part  of  the  inspector,  and  put  him  to  a  large  traveling 
expense,  ought  to  pay  a  higher  rate  than  a  boiler  that  is 
more  accessible,  or  than  one  which  belongs  to  a  battery, 
several  of  which  can  be  inspected  on  one  and  the  same 
visit.  If,  on  the  other  hand,  the  face  of  the  policy  is 
largely  in  excess  of  the  nominal  $5,000  per  boiler,  the  rate 
can  often  be  made  correspondingly  less  than  1  per  cent, 
for  three  years.  This  is  because  the  inspection  expense 
is  of  the  nature  of  a  fixed  charge,  not  varying  with  the 
face  of  the  policy,  and  the  increased  charge  for  the 
higher  amount  of  insurance  depends  upon  nothing  but 
the  extra  hazard  to  which  the  insuring  company  is  sub- 
jected by  the  possibility  of  a  loss  involving  the  increased 
sum.  The  determination  of  the  rate  or  premium  under 
these  varying  circumstances  is  too  complicated  for  fur- 
ther discussion  here.  In  fact,  it  is  sometimes  difficult  to 
determine  the  premium  with  fairness  to  all  concerned, 
because  to  a  certain  extent  every  case  must  be  a  law  unto 
itself. 

The  Fikst  Inspection.  When  the  nature  of  the  policy, 
the  amount  of  insurance,  and  the  premium  that  is  to  be 
paid  have  been  determined,  one  of  the  insurance  com- 
pany's inspectors  visits  the  plant.  He  examines  the 
boilers  with  care,  both  internally  and  externally,  and 
takes  the  dimensions  of  all  parts  that  are  under  stress, 
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so  that  Ms  company  can  satisfy  itself  as  to  the  apparent 
safety  of  the  boilers  at  the  pressure  that  the  owner, 
desires  to  carry.  It  is  often  said  that  the  only  boilers 
that  insurance  companies  will  cover  are  those  that  can- 
not explode,  but  this  is  not  the  right  way  to  look  at  the 
case.  No  man  wants  his  boiler  to  explode,  and  no  man 
iu  his  right  mind  wants  to  operate  a  boiler  at  a  pressure 
too  close  to  the  limit  of  safety,  as  determined  by  calcula- 
tion. There  are  many  unavoidable  hazards  in  the  use  of 
steam,  and  it  is  to  these  that  the  insurance  legitimately 
applies.  There  is  no  premium  that  is  great  enough,  look- 
ing at  the  subject  from  a  sane  and  conservative  point  of 
view,  to  cover  a  boiler  that  is  believed  to  be  more  or  less 
likely  to  explode.  A  boiler  insurance  company  that  did 
not  conduct  its  business  on  this  general  principle  would 
not  only  soon  go  to  the  wall,  but  would  also  be  subject  to 
just  and  severe  censure :  and  a  boiler  owner  who  did  not 
look  at  the  matter  from  this  same  point  of  view  would 
find,  in  the  event  of  an  accident  and  subsequent  damage 
suits,  that  he  would  receive  scant  consideration  from  a 
jury.  When  an  inspector  pronounces  a  boiler  "  safe," 
he  merely  means  that  'he  has  satisfied  himself  that  there 
is  no  cause  that  he  can  foresee  that  is  likely  to  lead  to 
explosion.  No  boiler  can  be  regarded  as  "  safe  "  in  any 
other  sense. 

If  the  inspector  approves  of  the  boiler,  his  opinion  and 
his  measurements  are  transmitted  to  some  higher  author- 
ity in  the  insurance  company  for  review.  The  routine 
here  followed  varies  somewhat  in  the  different  com- 
panies, but  an  ofiQcial  decision  as  to  the  apparent 
"  safety  "  of  the  boiler  is  presently  reached,  and  if  this 
decision  is  affirmative,  the  policy  is  issued  and  the  insur- 
ance comes  into  force. 

Subsequent  Course  of  the  Risk 
Routine  Inspections.    Inspections  are  made  of  the 
boiler  from  time  to  time,  throughout  the  life  of  the  policy, 
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so  that  the  insuring  company  can  assure  itself  that  the 
boiler  still  remains  safe,  in  the  sense  explained  above. 

These  inspections  are  of  two  kinds,  which  are  known 
respectively  as  "  external  inspections  "  and  "  internal 
inspections."  The  external  inspection  is  usually  made 
when  the  boiler  is  in  actual  operation,  and  the  inspector 
endeavors  to  visit  the  plant  when  he  is  not  expected  by 
the  man  in  charge.  He  then  looks  about  to  see  whether 
or  not  the  boiler  is  being  properly  handled,  and  satisfies 
himself  that  the  various  attachments  that  are  intended 
to  insure  the  safety  of  the  boiler  are  in  good  working  con- 
dition, paying  attention  particularly  to  the  safety-valve 
and  to  the  apparatus  for  indicating  the  level  of  the  water 
in  the  boiler.  He  also  notes  the  pressure  of  the  steam 
at  the  time  of  his  visit,  to  assure  himself  that  the  said 
pressure  is  not  in  excess  of  the  limit  that  is  allowed  in  the 
policy. 

The  internal  inspection  is  made  when  the  boiler  is  out 
of  service  and  empty.  The  regular  attendant  prepares 
the  boiler  for  examination  by  cooling  it,  removing  the 
soot  and  scale  as  well  as  he  can,  and  taking  off  the  man- 
hole plate  and  the  handhole  plates.  The  inspector  goes 
into  the  boiler  with  a  light  and  examines  the  tubes, 
braces,  rivets,  plates,  flanges,  feed  pipe,  fusible  plug,  and 
all  other  parts  that  may  be  accessible,  tapping  them  with 
a  small  hammer  as  he  may  deem  it  advisable  to,  and 
assuring  himself  in  general  that  everything  is  in  good 
condition,  so  far  as  he  can  ascertain  from  a  direct  exam- 
ination on  the  inside.  He  next  crawls  underneath  the 
boiler  on  the  outside,  examining  its  exterior  surfaces  at 
every  point  where  they  can  be  seen,  and  here  also  he 
looks  for  cracks,  leakage,  imperfect  rivets,  and  many 
other  possible  defects  that  his  experience  has  shown  him 
to  be  likely  to  occur.  He  also  attends  to  the  various  fit- 
tings and  attachments  as  carefully  as  when  making  the 
internal  inspection. 
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When  his  examination  is  complete,  the  inspector  pre- 
pares a  report  which  he  transmits  to  his  company,  and 
subsequently  the  insuring  company  transmits  its  own 
report  to  the  owner  of  the  boiler  as  explained  in  an 
earlier  section,  and  subject  to  the  limitations  there  set 
forth. 

The  Hydbostatic  Test.  There  is  a  method  of  testing 
steam  boilers,  known  as  the  "  hydrostatic  test,"  which 
consists  in  filling  the  boiler  entirely  full  of  water,  closing 
aU  openings,  and  then  pumping  in  a  small  additional 
quantity  of  water.  By  this  means  the  pressure  in  the 
boiler  could  be  carried  up  to  the  bursting  point,  if  it  were 
desirable  to  do  so,  and  without  any  danger  in  case  some 
part  of  the  structure  should  give  way.  In  actual  practice 
it  is  customary,  when  applying  this  test,  to  run  the  pres- 
sure up  to  about  fifty  per  cent,  greater  than  the  working 
pressure  that  the  boiler  is  to  carry.  Under  this  test 
leakages  may  develop,  or  the  boiler  may  become  visibly 
deformed,  or  some  part  of  it  may  actually  fracture.  If 
nothing  of  the  kind  occurs,  it  is  inferred  that  the  boiler  is 
safe,  so  far  as  can  be  ascertained  by  this  form  of  test. 
Some  engineers  greatly  favor  the  hydrostatic  test,  and 
regard  it  as  the  most  satisfactory  one  that  can  be  applied. 
This  opinion  is  not  shared  by  the  insurance  companies, 
however,  because  experience  has  shown  that  an  inspector, 
with  his  eye  and  ear  and  hammer,  can  judge  of  the  con- 
dition of  a  boiler  far  better  than  he  can  by  applying  a 
water  test.  The  water  test  nevertheless  has  its  uses,  and 
is  particularly  valuable  upon  new  work,  where  it  may  be 
applied  with  advantage  in  addition  to  the  regular  eye- 
and-hammer  inspection.  In  particular,  it  gives  valuable 
evidence  respecting  the  tightness  of  the  joints  and  con- 
nections. Upon  old  boilers,  however,  the  hydrostatic  test 
should  be  applied  only  by  an  experienced  man,  and  with 
due  regard  to  the  danger  of  damaging  the  boiler  by  run- 
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ning  the  pressure  too  far  beyond  the  limit  that  it  is  to 
carry  in  its  regular  operation. 

Feequbncy  of  Inspections.  The  frequency  of  the  in- 
spections varies  somewhat  with  the  character  and  loca- 
tion of  the  risk.  Sometimes  two  internal  inspections  are 
made  per  annum,  and  no  externals  are  made  at  all.  Some- 
times one  internal  and  three  external  inspections  are 
made  per  annum.  But  in  all  cases  the  insurance  company 
exercises  its  own  judgment  as  to  the  frequency  with 
which  these  examinations  are  to  be  made. 

If,  in  the  regular  operation  of  the  plant,  the  attendant 
observes  any  unusual  behavior  of  the  boiler,  his  employer 
is  expected  to  notify  the  insurance  company,  in  order  that 
it  may  have  an  opportunity  to  send  an  inspector  to  make 
a  special,  or  extraordinary,  examination,  to  determine 
the  significance  of  such  behavior. 

MiNOE  Advantages  or  Insurance.  There  are  many 
minor  advantages  to  be  derived  from  boiler  insurance, 
in  addition  to  the  greater  security  from  explosion  that  the 
inspections  afford,  and  the  assurance  of  indemnity  in 
case  of  a  loss.  For  example,  the  continued  watchfulness 
of  the  inspector,  and  his  detection  of  small  defects  in 
their  first  stages,  tend  to  minimize  the  cost  of  repairs  by 
enabling  the  owner  to  put  his  boiler  in  the  best  of  condi- 
tion before  its  deterioration  has  proceeded  far  enough  to 
make  the  repairs  more  than  trivial.  Hence  insurance 
tends  to  prolong  the  life  of  the  boiler,  and  it  may  be  worth 
all  that  it  costs,  for  that  reason  alone.  Again,  much 
valuable  mechanical  advice  can  often  be  had  from  the 
insurance  company,  free  of  expense.  Some  companies 
furnish  their  patrons  with  plans  and  specifications  for 
the  installation  of  new  boilers,  and  even  supervise  the 
construction  and  erection  of  such  boilers  for  a  trifling 
additional  fee.  Some  also  analyze  troublesome  boiler 
waters  for  their  clients,  to  see  what  can  be  done  to  cor- 
rect the  difficulties. 
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Adjustment  op  Losses.  In  the  event  of  a  loss,  the 
boiler  owner  who  is  not  insured  often  finds  himself  con- 
fronted by  exceedingly  vexatious  conditions.  In  addi- 
tion to  his  own  direct  property  loss,  he  may  find  himself 
liable  to  damage  suits,  and  in  such  cases  the  assistance 
of  the  insurance  company,  with  its  extended  experience, 
is  exceedingly  valuable,  and  by  its  aid  adjustments  are 
often  reached  which  otherwise  would  not  have  been  pos- 
sible. These  services  are  particularly  appreciated  when, 
as  often  happens,  the  total  loss  is  materially  in  excess  of 
the  face  of  the  policy. 

There  is  little  to  be  said  respecting  the  settlement  of 
damage  claims  directly  between  the  insurance  company 
and  the  boiler  owner,  for  here  the  conditions  are  closely 
similar  to  those  that  obtain  in  other  forms  of  insurance 
in  which  indemnity  is  paid  for  property  destroyed.  The 
insurance  company  and  the  boiler  owner  agree  upon  the 
value  of  the  property  if  they  can,  and  if  full  agreement 
cannot  be  reached  otherwise,  disinterested  appraisers  are 
appointed,  whose  decision  is  binding  upon  aU  points. 

Finance 

Analysis  of  Undbeweiting  Income  and  Disbtjese- 
MENTS.  The  fact  that  the  loss  ratio  is  small  in  wisely 
conducted  boiler  insurance  leads  many  to  believe  that  the 
business  is  correspondingly  profitable.  Many  companies 
that  have  tried  it  have  found  that  this  is  not  the  case,  for 
reasons  that  appear  clearly  when  the  expenses  incident 
to  the  business  are  carefully  examined.  The  Hartford 
Steam  Boiler  Inspection  and  Insurance  Company  is  the 
only  large  concern  of  its  kind  whose  underwriting  state- 
ment can  be  fully  analyzed  so  as  to  exhibit  the  various 
channels  in  which  the  premium  receipts  of  such  an  organ- 
ization are  expended.  The  others  do  a  miscellaneous 
business,  and  while  their  premium  receipts  and  losses 
are  given  separately  for  their  various  lines  of  activity, 
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some  of  the  other  items  in  their  statements  are  given 
only  collectively,  for  the  whole.  From  the  statements  of 
the  Hartford  company,  as  rendered  to  the  Connecticut 
Insurance  Department  for  the  ten  years  ending  with 
January  1,  1911,  it  appears  that  the  net  premiums 
actually  earned  and  received  by  this  company  (for  boiler 
insurance  only)  during  the  said  period  were  expended  as 
indicated  in  the  diagram  given  herewith.     The  whole 


5-59 
PROFIT 


S-lO 
LOSSES 


AHALTSie  OP  THE  UndbrWkitinq  Business  op  a  Steam  Boiler  InshIianob   Company 
FOB  Ten  Years  EIndinq  December  31,  1910. 

circle  here  represents  the  net  cash  premium  income  re- 
ceived for  boiler  insurance,  and  the  several  sectors  repre- 
sent, by  their  relative  areas  and  by  the  figures  attached 
to  them,  the  percentages  of  these  net  receipts  that  were 
expended  in  the  various  respective  ways  indicated. 
The  large  proportion  of  the  whole  that  was  expended 
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upon  the  inspection  service  will  be  particularly  noted. 
Although  no  correspondingly  complete  analysis  of  under- 
writing expenses  connected  with  boiler  insurance  can  be 
made  for  other  companies,  it  is  certain  that  a  large  pro- 
portion of  the  premium  receipts  must  always  be  ex- 
pended in  this  way,  if  the  business  is  to  be  conducted 
soundly,  and  acceptably  to  the  assured.  The  insurance 
company  cannot  afford  to  simply  ' '  bet  ' '  the  boiler  owner 
that  his  boiler  will  not  explode,  this  course  being  inde- 
fensible from  either  a  financial  or  a  moral  standpoint. 

In  the  diagram  the  line  separating  "  Agency  Ex- 
penses "  from  "  Commissions  and  Brokerage,"  and 
shown  dotted,  is  drawn  from  the  data  of  the  last  two 
years  of  the  decade  considered,  as  the  method  now  in  use 
for  classifying  the  items  on  the  two  sides  of  this  line  is 
different  from  that  which  prevailed  in  the  first  eight 
years.  In  the  earlier  portion  of  the  period  a  larger 
fraction  of  the  total  sum  comprised  under  these  two 
headings  was  included  under  "  Commissions  and  Brok- 
erage. ' '  No  other  line  in  the  diagram  is  affected  by  this 
change. 

The  item  designated  as  ' '  Miscellaneous  ' '  includes  ad- 
vertising, home  office  rent,  and  other  sundry  items,  for 
which  reference  must  be  made  to  the  original  published 
statements.  It  will  be  understood,  of  course,  that  the 
investment  side  of  steam  boiler  insurance  is  not  consid- 
ered in  any  way  in  this  analysis,  the  object  before  us  be- 
ing to  examine  the  underwriting  branch  only. 

Outlook  foe  Boilbb  Instjeance.  Steam  boiler  insur- 
ance does  not  longer  offer  a  promising  field  for  other 
companies  to  enter.  The  number  of  boilers  that  are 
insurable  is  strictly  limited,  and,  moreover,  it  does 
not  increase  in  proportion  to  the  growth  of  industry 
in  other  respects.  Thus  there  is  a  marked  tendency 
toward  the  use  of  larger  boilers  and  engines,  since 
increased  size  means  greater  efficiency  in  operation — 
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and  increasing  efficiency  means  diminishing  boiler  capac- 
ity in  proportion  to  the  output.  Numerous  hydro-electric 
installations  are  going  up,  too,  in  which  mechanical  en- 
ergy, of  enormous  quantity  in  the  aggregate,  is  generated 
from  water-power.  There  is  a  pronounced  movement, 
also,  toward  the  introduction  of  gas  engines  for  power 
generation,  in  plants  where  steam  is  not  particularly 
needed,  in  quantity,  for  other  purposes. 

The  competition  of  the  numerous  boiler  insurance 
companies  that  are  already  in  the  field  makes  the  cost 
of  obtaining  and  holding  the  business  heavy,  as  is  shown 
by  the  diagram,  and  by  this  competition  the  obtainable 
rates  have  been  forced  down  to  a  point  where  a  reason- 
able underwriting  profit  can  hardly  be  had,  unless  the 
business  is  managed  with  the  skill  and  knowledge  that 
can  be  acquired  only  by  long  experience.  The  net  under- 
writing profit  shown  in  the  diagram  is  only  5.59  per  cent, 
of  the  net  premiums  actually  earned  and  received,  and 
we  may  say,  in  general,  that  the  profits  of  the  older  com- 
panies, who  know  the  details  of  the  business  thoroughly, 
are  not  great  enough,  in  view  of  the  chance  that  is  always 
present  of  a  loss  at  any  time  that  may  destroy  the  ac- 
cumulations of  an  entire  year,  to  tempt  any  great  amount 
of  capital  into  the  formation  of  new  concerns,  or  into  the 
extension  of  older  ones  so  that  they  may  embrace  steam 
boiler  insurance  in  addition  to  the  other  lines  that  they 
already  carry.  The  net  profit  shown  on  the  diagram 
corresponds  to  a  gain  of  only  about  seventy-two  cents  per 
boiler  per  annum. 

The  literature  of  steam  boiler  insurance  is  quite  limit- 
ed.   The  following  may  be  consulted : 
L.  B.  Bbainekd  :    "  Steam  Boiler  Inspection."    Insurance  Engineering, 

Vol.  12,  page  483.     December  1906. 
P.  B.  Allen  :     "  Inspection  and  Insurance  of  Steam  Boilers — A  His- 
tory."   Weekly  Underwriter,  May  29,  1909. 
C.    S.    Blake  :    "  Steam    Boiler    Insurance — Underwriting,    Inspection 
Service,  and  Adjusting."     Proceedings  of  the  Insurance  Institute 
of  Hartford,  Conn.,  Vol.  3,  page  74. 
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A.  D.  RisTEBN :  "  Steam  Boiler  Insurance."  Yale  Insurance  Lectures, 
1904.     (Given  in  revised  form  in  ttie  second  edition.) 

Edwin  W.  De  Leon  :  "  Casualty  Insurance."  Encyclopedia  Americana, 
article  "  Insurance." 

P.  Henbt  Woodwabd  :     "  Insurance  in  Connecticut,"  page  112. 

Reference  may  also  be  made  to  The  Locomotive,  a  periodical  published 
by  the  Hartford  Steam  Boiler  Inspection  and  Insurance  Company, 
where  will  be  found  a  great  deal  of  matter  relating  to  steam  boilers, 
and  bearing  more  or  less  upon  steam  boiler  insurance.  The  Boiler 
Maher,  a  monthly  journal  published  in  New  York  City,  contains 
articles  from  time  to  time  upon  boiler  inspection  and  kindred  sub- 
jects. 
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Chaptee  LXin 

SUEETY  AND  FIDELITY  INSUEANCE 

By  Joel  Eathbone 

Surety  Insurance 

There  is  no  more  interesting  line  of  insurance  than 
that  of  surety  bonds,  with  its  infinite  detail,  its  difficult 
underwriting  problems  affording  abundant  opportunities 
for  the  exercise  of  a  keen  business  judgment,  and  the 
many  complicated  and  absorbing  situations  that  arise 
both  before  and  after  the  giving  of  the  bond. 

It  is  a  difficult  line  to  describe  in  an  article  of  limited 
length,  for  it  is  not  easy  to  classify,  but  it  may  be  stated 
that  the  principal  lines  are  contract  bonds,  court  bonds 
and  depository  bonds  and  probably  their  importance, 
judged  by  the  volume  of  business  in  each  line,  is  in  the 
order  named.  Many  other  bonds  are  written  by  a  fidelity 
and  surety  company  in  its  surety  department,  among 
which  may  be  named  license  and  permit  bonds,  excise, 
forgery,  United  States  customs  and  internal  revenue, 
and  the  many  peculiar  and  unusual  forms  classified 
under  the  general  head  of  indemnity  bonds. 

A  contract  bond,  as  its  name  implies,  is  a  bond  given 
to  secure  the  faithful  performance  of  a  contract,  and  this 
contract,  in  the  limited  sense  in  which  it  is  used  by  surety 
companies,  includes  only  contracts  for  the  completion  of 
a  building  operation  or  some  feature  connected  with  a 
building  or  construction  enterprise.  There  are  three 
broad  classes  of  contract  bonds ;  bonds  guaranteeing  con- 
struction, bonds  guaranteeing  the  furnishing  of  materials 
and  bonds  guaranteeing  the  maintenance  of  the  condition 
of  the  work  for  a  limited  time  after  completion,  and  these 
are  of  importance  in  the  order  named.    The  form  of  bond 
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is  practically  the  same  for  all  classes,  being  simply  a 
guarantee  of  the  performance  of  the  contract.  Where 
companies  are  able  to  use  their  own  printed  forms,  cer- 
tain clauses  are  inserted  for  their  protection,  such  as 
prompt  notice  of  trouble  on  the  work,  limitation  of  time 
to  bring  suit  and  so  forth.  The  very  nature  of  the  bond 
prevents  the  use  of  a  cancellation  clause  for  if  the  surety 
could  resign  at  the  first  notice  of  trouble,  of  what  use 
would  be  the  bond? 

It  is  of  great  importance,  therefore,  that  the  terms  of 
the  contract  should  be  examined  carefully.  The  time  in 
which  to  complete  should  be  adequate  and  the  penalty  for 
failure  should  not  be  excessive,  and  payment  should 
invariably  be  made  in  cash  or  readily  marketable  securi- 
ties without  discount.  It  is  customary  for  the  owner 
to  retain  a  certain  percentage  of  the  contract  price 
as  additional  security,  until  completion,  and  this  should 
be  between  10  and  25  per  cent.  Less  than  ten  does  not 
provide  enough  incentive  to  a  contractor,  who  might 
abandon  the  work,  sacrificing  the  small  retention,  after 
having  completed  and  secured  payment  for  the  easiest 
and  most  profitable  part  of  the  contract,  while  more  than 
twenty-five  is  a  hardship  to  the  ordinary  contractor  who 
requires  the  money  in  the  prosecution  of  the  work. 

On  bonds  to  the  government  and  bonds  given  in  many 
states  as  well,  included  in  the  liability  is  a  guarantee  of 
the  payment  of  all  valid  claims  for  labor  and  material 
used  on  the  job,  while  in  some  states  an  additional  bond 
is  given  for  this  purpose.  This  increases  greatly  the 
hazard  assumed,  and  makes  it  more  necessary  to  examine 
with  the  greatest  care  the  financial  responsibility  of  the 
contractor  and  if  he  sublets  a  portion  of  his  work,  as  very 
frequently  happens,  that  he  require  his  sub-contractors 
to  give  to  him  in  every  case  a  surety  bond  covering  the 
same  liability  that  he  is  under  to  the  owner. 

The  two  essential  features  to  consider  in  the  under- 
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writing  of  these  bonds  are  first,  the  nature  of  the  work 
and  second,  whether  the  financial  responsibility  of  the 
applicant  for  the  bond  is  such  as  to  insure  his  ability  to 
complete. 

All  sorts  of  construction  work  are  undertaken,  from  the 
building  of  a  two-story  frame  house,  costing  a  few  thou- 
sand dollars,  to  the  tunnelling  of  a  mountain,  the  boring 
of  a  river,  or  the  building  of  enormous  dams,  breakwaters 
and  dry  docks  costing  millions  of  dollars  and  involving 
engineering  problems  of  the  highest  grade. 

Any  work  that  is  experimental  is,  of  course,  extra 
hazardous  and  must  be  handled  with  the  greatest  care. 
The  first  subways  built  in  this  country  were  of  this  class. 
Tunnelling  under  the  streets  of  New  York  City  presented 
new  hazards.  The  amount  of  rock  likely  to  be  encoun- 
tered was  fairly  well  known,  but  so  imperfectly  had  the 
city,  in  times  gone  by,  kept  its  record  of  sewers  and  water 
mains,  that  just  what  was  to  be  encountered  ia  this  way 
was  unknown ;  nevertheless  the  contract  required  the  con- 
tractor to  overcome  without  additional  expense  all  such 
hidden  dangers.  In  like  manner  the  effect  of  the  boring 
on  abutting  property  was  uncertain,  many  buildings  hav- 
ing vaults  under  the  streets  likely  to  interfere  and  just 
what  strengthening  of  walls  and  foundations  ■wpuld  be 
necessitated  was  one  of  the  many  unknown  problems 
which  could  not  be  worked  out  beforehand.  That  these 
dangers  were  real  and  not  imaginary  was  proved  in  the 
Park  Avenue  section,  where  walls  of  houses  cracked  so 
badly  they  had  to  be  taken  down  and  an  immense  amount 
of  extra  work  was  imposed  on  the  contractor,  who  en- 
countered many  more  hazards,  and  far  more  expensive 
ones,  than  anticipated  when  making  up  his  estimates,  and 
the  result  was  financial  embarrassment.  The  construc- 
tion of  the  dry  dock  at  the  Brooklyn  Navy  Yard  is  an- 
other of  the  many  examples  that  might  be  given  to  show 
the  danger  of  hidden  hazards  in  experimental  work. 
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Here  the  size  of  the  work  was  imusual,  as  well  as  the 
difficulty  of  putting  in  strong  enough  foundations  to 
support  the  tremendous  weight.  Two  contractors,  one 
after  the  other,  failed  and  gave  up  the  contract,  and 
probahly  no  more  careful  investigation  was  ever  made 
of  the  conditions  surrounding  a  contract  than  was  made 
by  the  company  acting  as  surety  for  the  third  and  finally 
successful  contractor. 

Til  the  hazardous  class  are  placed  building  of  aque- 
ducts, caisson  or  coHer-dam  work,  building  of  locks,  dams 
and  dredging.  The  prosecution  of  such  work  is  often 
interrupted  and  sometimes  abandoned  owing  to  the 
action  of  the  elements,  such  as  freshets  in  rivers  and 
storms  in  the  ocean,  and  there  are  instances  where  a  con- 
tractor's entire  plant  has  been  swept  away  by  one  or  the 
other,  involving  him  in  ruin  and  his  sureties  in  grave 
difficulties.  In  some  rivers  in  this  country  it  is  a  simple 
matter  at  certain  seasons  to  construct  a  masonry  bridge, 
with  the  necessary  caisson  and  coffer-dam  work  incident 
to  the  building  of  the  piers,  but  woe  to  the  contractor  who 
permits  his  work  to  be  delayed  until  the  arrival  of  spring 
freshets,  and  woe  to  his  surety  who  did  not  ascertain  the 
character  of  the  river  before  signing  his  bond. 

The  new  concrete  construction  is  another  example  of 
experimental  work,  although  just  what  can  be  done  with 
this  material  is  now  becoming  better  known,  but  the  ex- 
perience has  been  gained  only  after  the  collapse  of  many 
buildings.  Many  a  contractor  has  attempted  to  increase 
his  profits  by  economizing  on  the  cement  and  using  sand 
generously,  with  the  result  that  the  hardened  mixture 
was  unable  to  sustain  the  estimated  load  and  the  con- 
tractor collapsed  as  well  as  the  building,  entailing  again 
a  loss  on  the  surety.  Companies  now  seek  to  save  them- 
selves from  this  extra  hazard  by  inserting  a  clause  in 
their  bonds  relieving  them  from  liability  occasioned  by 
structural  weakness  which  may  be  occasioned  by  faulty 
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specifications  or  the  weakness  wMcli  results  from 
failure  to  comply  with  these  specifications. 

The  second  essential,  the  financial  responsibility  of 
the  contractor,  his  experience  and  ability,  is  as  important 
as  the  first,  for  a  financially  weak  contractor  on  an  easy 
job  fails  as  often  as  does  a  financially  strong  contractor 
on  a  difficult  job,  perhaps  oftener. 

When  a  contractor  applies  for  a  bond  he  iucorporates 
in  his  application  a  statement  of  his  assets  and  liabilities, 
describes  the  contract  he  is  about  to  undertake,  gives  a 
list  of  other  work  on  hand,  and  a  list  of  the  more  im- 
portant contracts  he  has  performed  in  the  past  and  ac- 
companies this  with  a  copy  of  the  proposed  contract  in 
order  that  the  company  may  examine  its  exact  terms  and 
form  an  opinion  of  the  nature  and  hazards  of  the  work. 
To  be  an  acceptable  risk,  he  should  show  enough  quick 
assets  to  offset  his  quick  liabilities,  and  in  addition,  cash 
equal  to  about  10  per  cent,  of  the  cost  to  complete  all 
uncompleted  contracts  and  such  cost  should  not  aggre- 
gate more  than  five  or  six  times  his  good  assets.  Con- 
tractors frequently  include  as  an  asset  anticipated  profits 
on  uncompleted  work,  but  this  item  is  so  uncertain  it 
should  be  disallowed.  All  items  iu  the  asset  column 
should  be  verified,  particularly  deposits  in  banks,  by  in- 
quiry at  the  institutions  named,  and  real  estate  titles 
should  be  likewise  investigated  to  see  that  the  title  is  in 
the  name  of  the  applicant,  for  a  not  uncommon  practice  ^ 
among  contractors  is  to  include  real  estate  in  the  name  of 
a  wife,  and  this,  of  course,  can  not  be  reached  in  the 
event  of  a  loss.  Nor  can  real  estate  owned  by  the  appli- 
cant which  is  exempt  by  homestead  laws  be  counted  as  an 
available  asset.  Care  should  be  taken  to  see  that  it  is  not 
overvalued.  It  is  a  curious  fact  that  real  estate  is 
invariably  worth  more  in  the  eyes  of  an  owner  than  in 
the  opinion  of  an  expert  on  values.  Sometimes  contrac- 
tors are  paid  in  securities  of  various  kinds,  and  these  not 
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infrequently  figure  in  the  asset  column.  Care  should  be 
taken  to  ascertain  their  value  as  well,  and  their  avail- 
ability in  the  event  of  the  financial  embarrassment  of  the 
contractor. 

In  writing  bonds  guaranteeing  that  certain  articles  will 
be  furnished,  known  as  a  supply  contract,  more  leeway 
may  be  given,  for  the  contractor  should  know  the  cost  of 
production,  and,  therefore,  the  price  at  which  he  can  sell 
at  a  profit.  Care  should  be  taken  to  avoid  all  efficiency 
guarantees,  such  as  a  contract  to  furnish  an  engine  that 
will  drive  a  boat  through  the  water  at  a  certain  rate  of 
speed,  also  guarantees  that  the  article  furnished  does  not 
infringe  a  patent  controlled  by  someone  else  on  a  some- 
what similar  article.  Care  should  also  be  taken  to  see 
that  payment  is  not  made  in  advance  of  delivery  of  the 
supplies. 

In  writing  maintenance  bonds,  usually  required  on 
pavements,  and  which  guarantee  against  defects,  the  kind 
of  pavement  to  be  laid  must  be  investigated  as  well  as  the 
volume  of  traffic  over  the  street  in  which  it  is  to  be  laid, 
and  whether  it  will  be  affected  by  the  ice,  snow  or  cold 
weather  usual  in  the  locality.  Few  companies  are  writ- 
ing bonds  of  this  nature  which  cover  a  longer  period  than 
five  years,  although  much  longer  terms  have  not  been 
unusual  in  the  past. 

Court  bonds,  although  executed  by  surety  companies, 
are  not  underwritten  on  the  insurance  principle.  In  all 
forms  of  insurance  the  premium  is  accepted  in  payment 
of  a  hazard  assumed  while  on  court  bonds  the  premium 
is  a  payment  for  a  service  performed.  This  is  because, 
theoretically,  every  risk  is  secured. 

There  are  two  classes  of  court  bonds,  the  fiduciary 
bond  and  the  bond  given  by  a  party  to  a  litigation  to 
enable  him  to  pursue  a  legal  remedy.  In  the  former 
class,  the  applicant  invariably  joins  in  the  bond  as 
principal    and    binds    himself    to    faithfully    perform 
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the  trust  reposed  in  him,  and  the  company  signs  the  bond 
as  surety,  thereby  guaranteeing  the  observance  of  the 
conditions  of  the  bond.  Such  bonds  are  required  of  ad- 
ministrators of  estates  of  decedents,  and  in  some  states 
of  executors  as  well,  of  guardians  of  infants,  incompetent 
persons  and  trustees  under  wills,  iu  some  states  those 
trustees  who  are  appointed  by  the  testator  and  in  all 
states  those  substituted  by  the  court  for  deceased 
trustees  for  it  often  happens  that  a  trustee  dies  many 
years  before  the  trust  terminates,  in  which  case  a  new 
trustee  is  substituted  by  the  court. 

In  bonds  of  this  class  the  surety  company  secures  itself 
against  loss  by  a  joint  control  of  the  assets  of  the  estate. 
When  the  fiduciary  upon  his  appointment  applies  for  his 
bond  he  enters  into  an  agreement  with  the  surety  com- 
pany which  provides  that  he  shall  deposit  all  cash  which 
he  receives  in  his  trust  capacity  in  a  bank  or  trust  com- 
pany, named  in  the  agreement,  and  that  he  will  issue  no 
checks  against  this  account  except  upon  the  consent  of 
the  surety  company,  and  that  such  consent  shall  be 
stamped  across  the  face  of  the  check  and  the  bank  is 
irmnediately  notified  of  this  agreement  and  directed  not 
to  pay  any  checks  unless  countersigned  as  described. 
The  agreement  also  provides  that  all  other  assets  of  the 
estate,  susceptible  of  such  a  disposition,  shall  be  de- 
posited in  a  safe  deposit  box  to  which  access  shall  be  had 
by  the  fiduciary  only  when  accompanied  by  the  repre- 
sentative of  the  company,  and  the  safe  deposit  company 
is  likewise  notified  immediately.  In  this  way  the  surety 
company  places  itself  in  a  position  to  supervise  aU  the 
acts  of  the  fiduciary;  not  alone  to  prevent  acts  of  dis- 
honesty, but  to  prevent  as  well  any  false  steps  by  a  prin- 
cipal who  may  not  fully  comprehend  his  duties  and  his 
powers,  but  who  may,  by  an  investment  not  permitted  by 
law  or  by  an  unauthorized  payment,  subject  the  estate  to 
a  loss  and  himself  and  his  surety  to  a  resultant  liability. 
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This  joint  control  arrangement,  while  an  excellent  form 
of  ptotection,  is  not  infallible,  for  an  agent  who  may  be 
representing  the  surety  company  in  countersigning 
checks  and  visiting  safe  deposit  boxes,  may  act  in  collu- 
sion with  the  fiduciary  to  rob  the  estate;  or,  as  more 
frequently  happens,  he  may  exercise  joint  control  in  such 
an  uniritelligent  or  careless  manner  that  it  loses  its  effect- 
iveness ;  or  a  fiduciary  receiving  funds  of  an  estate  daily, 
as  in  the  case  of  a  receiver  conducting  a  business,  may  not 
coraply  with  his  agreement  to  deposit  these  funds  in  an 
account  subject  to  counter- signature,  but  to  his  personal 
credit  instead  and  may  embezzle  this  money.  Neverth- 
less,  this  form  of  protection  has  been  found  to  be  a  great 
safeguard  and  thoroughly  workable  and  has  undoubtedly 
saved  surety  companies  hundreds  of  thousands  of  dollars 
in  losses.  Its  propriety  and  effectiveness  have  been  recog- 
nized by  the  government  which  permits  the  execution  of 
a  fiduciary's  bond  in  an  unlimited  sum  when  joint  control 
has  been  arranged,  thus  putting  this  form  of  protection 
on  a  par  with  collateral  security  which  is  allowed  as  an 
offset  against  exposure  over  the  10  per  cent,  limitation. 

The  underwriting  of  these  risks  is  difficult  and  should 
not  be  undertaken  by  a  man  who  has  not  had  wide  ex- 
perience and  some  technical  training.  Lawyers  are  often 
employed  for  this  purpose  and  some  of  them  make  excel- 
lent underwriters,  but  generally  their  view  point  is  too 
technical  and  they  are  too  prone  to  see  elements  of  risk 
that  are  not  apt  to  arise  in  actual  experience,  and  the 
result  is  a  too  restricted  development  of  the  business. 
On  the  other  hand,  an  insurance  man,  without  Special 
training  in  this  line,  is  apt  to  lack  that  conservatism 
which  to  too  great  an  extent  governs  the  underwriting  of 
men  of  the  legal  profession. 

Attention  to  the  risk  does  not  cease  by  any  means 
with  the  execution  of  the  bond  and  in  this  respect  also  the 
line  differs  from  all  other  forms  of  insurance.  It  requires 
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just  as  much  ability  and  experience  to  supervise  a  joint 
control  case  after  the  risk  is  on  the  books  as  it  does  to 
pass  on  the  application  in  the  first  place.  If  the  surety- 
is  to  escape  liability,  acts  both  of  omission  and  commis- 
sion must  be  watched,  for  a  trustee  may  as  readUy  create 
a  loss  on  his  bond  by  failing  to  keep  insured  against  fire 
real  estate  in  his  charge  as  by  investing  the  funds  of  the 
estate  in  poor  securities.  Likewise  a  receiver  is  charged 
with  the  duty  of  collecting  sums  due  from  debtors  of  the 
estate  in  his  charge  and  a  failure  to  exercise  due  diligence 
in  the  collection  of  these  claims  means  a  liability.  An 
administrator  may  pay  an  undertaker's  biU  which  on  an 
accounting  the  court  may  hold  to  be  excessive  and  out  of 
proportion  to  the  value  of  the  estate  with  the  same  result. 
To  enumerate  all  such  cases  would  be  to  compile  the  stat- 
utes of  all  the  states  on  the  duties  of  a  trustee,  and  read 
the  thousand  and  one  decisions  of  the  courts  bearing  on 
the  matter,  but  enough  has  been  said  to  show  the  danger 
lurking  in  bonds  of  this  class  and  the  necessity  for  care- 
fully safeguarding  the  interests  of  the  surety  company 
after  the  execution  of  the  bond. 

In  underwriting  the  risk,  several  important  features 
must  be  kept  in  mind.  The  principal  should  be  honest 
and  intelligent,  and  if  financially  responsible,  so  much 
the  better,  but  this  is  not  essential.  It  is  important,  how- 
ever, that  his  lawyer  be  able  and  high  class.  Good  under- 
writers have  learned  to  write  fiduciary  risks  generously 
for  clients  of  law  firms  of  the  first  order,  and  to  look  with 
exceeding  care  and  even  suspicion  on  applications  from 
clients  of  lawyers  with  shady  reputations,  since  so  much 
depends  on  this  feature.  The  assets  should  be  of  a  depos- 
itable  nature,  such  as  stocks  or  bonds ;  a  running  business 
as  a  portion  of  the  assets  is  a  decided  danger  signal,  like- 
wise an  insolvent  estate  or  one  with  a  large  indebtedness. 
When  an  administrator  is  indebted  to  the  estate,  care 
should  be  taken  that  it  be  paid  at  once,  otherwise  a  liabil- 
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ity  may  accrue,  for  the  courts  have  held  that  such  a  debt 
matures  at  once  and  the  first  duty  of  a  trustee  is  to  collect 
from  himself  what  he  owes  the  estate. 

Bonds  of  receivers  and  trustees  in  bankruptcy  are 
excellent  risks,  for  the  term  of  a  receiver's  bond  is 
usually  short  and  the  appointments  made  by  the  United 
States  district  courts  throughout  the  country,  which 
courts  handle  all  bankruptcy  matters,  are  notably  high 
class,  and  the  trustee  who  succeeds  the  receiver  is  usually 
the  selection  of  the  creditors,  and  he  acts  under  the  direc- 
tion of  the  referee,  who  under  the  bankruptcy  law,  must 
countersign  all  his  checks;  thus  has  the  protection 
afforded  by  this  feature  of  the  joint  control  plan  been 
recognized  and  adopted  by  Congress. 

Bonds  of  guardians  and  trustees  are  less  desirable, 
principally  on  account  of  their  long  terms.  A  guardian's 
bond  often  runs  twenty  years,  while  the  duration  of  a 
trustee's  bond  may  be  even  fifty  or  sixty.  While  no 
court  bond  has  a  cancellation  clause,  the  surety  can  now, 
in  most  states,  secure  its  relief  from  further  liability  on 
bonds  of  the  fiduciary  class  by  a  legal  proceeding  which 
necessitates  an  accounting  by  the  principal  for  a  complete 
discharge.  Long  term  bonds  with  home  office  joint  con- 
trol are  usually  safe,  but  not  so  with  joint  control  lodged 
in  the  hands  of  agents,  for  twenty  years  sees  many 
changes  in  the  field  force,  and  the  new  man  can  never 
be  relied  upon  to  take  the  same  iuterest  or  care  in  his 
"  inherited  "  cases  as  in  those  risks  which  he  himself 
puts  on  the  company's  books,  and  frequently,  at  smaller 
points,  through  failure  to  send  proper  notices  to  banks 
and  safe  deposit  companies,  joint  control  is  lost  in  the 
change.  Auditing  joint  control  cases  is  coming  more 
into  vogue  and  companies  are  now  employing  traveling 
auditors  who  go  from  place  to  place  checking  up  all  es- 
tates for  which  the  company  has  made  itself  responsible. 

Bonds  of  the  second  class  are  those  numerous  obliga- 
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tions  required  of  litigants  in  pursuing  the  remedy  of  the 
courts  and  required  by  the  statutes,  both  the  code  of  civil 
procedure  and  the  criminal  code.  These  bonds  have  no 
termination  clause,  nor  can  they  be  cancelled  by  a  legal 
proceeding  as  the  bond  of  a  fiduciary,  and  a  company 
giving  a  bond  superseding  a  judgment  pending  an  appeal, 
must  be  prepared  at  any  time  to  pay  this  judgment  unless 
it  be  reversed  by  the  higher  court,  on  the  happening  of 
which  event  the  bond  is  ipso  facto  cancelled,  and  the  same 
thing  is  true  of  other  bonds  of  this  class.  If,  in  a  replevin 
action,  the  surety  guarantees  that  the  plaintiff  will  return 
the  chattels  he  receives  through  the  office  of  the  sheriff  in 
the  event  that  the  court  awards  their  possession  to  the  de- 
fendant, it  is  the  obligation  of  the  surety  to  pay  the 
money  value  of  them  upon  the  failure  of  the  plaintiff  to 
comply  and  to  pay  as  well  the  damages  occasioned  by 
their  wrongful  replevying,  and  having  once  assumed  this 
obligation,  the  surety  must  carry  it  out  "  when,  if  and 
as  ' '  called  upon  to  do  so,  to  use  a  Wall  Street  expression. 
Likewise,  bonds  to  discharge  attachments,  release  me- 
chanics' liens  and  stipulations  for  value  in  admiralty 
proceedings,  in  which  the  bond  stands  in  place  of  the  re- 
leased security  for  the  payment  of  the  sum  awarded  on 
the  trial,  are  uncancellable  and  must  remain  outstanding 
until  the  determination  of  the  merits  of  the  litigation, 
and  if  the  principal  will  not  or  is  unable  to  perform  the 
obligation  the  court  imposes,  the  surety  company  must 
do  so  up  to  the  full  limit  of  its  bond. 

This  being  so,  it  is  evident  the  surety  company  must 
be  satisfactorily  secured  before  writing  bonds  of  this 
nature,  for  it  must  be  borne  in  mind  that  the  premium  is 
a  service  charge  only  and  not  a  payment  for  hazard 
assumed,  the  service  being  the  opportunity  afforded  the 
litigant  to  pursue  his  remedy  in  the  courts,  and  the  relief 
from  the  necessity  he  would  otherwise  be  under  of  asking 
two  or  more  friends  to  sign  personally  for  him,  thereby 


SUEETY  AND  FIDELITY  INSURANCE      505 

making  it  likely  that  he  will  be  called  upon  in  turn  to 
reciprocate  by  signing  later  for  his  friend  a  similar  or 
even  more  hazardous  bond. 

Were  the  premium  to  be  based  on,  and  accepted  for,  the 
hazard  assumed,  it  would  of  necessity  be  so  large  that  no 
litigant  would  pay  it,  for  the  great  majority  of  judg- 
ments are  affirmed  and  many,  many  judgments  are  never 
satisfied. 

Money  is  often  taken  as  collateral,  also  stocks  and 
bonds  and  real  estate  security.  In  passing  on  security 
offered  a  good  underwriter  will  assume  in  his  mind  that 
the  bond  has  been  forfeited,  and  ask  himself  whether  he 
can  take  the  proposed  collateral  out  in  the  market  and  sell 
it  at  once  for  enough  to  pay  the  liability.  This  is  the 
true  test,  for  a  company  which  advances  its  own  money  to 
pay  the  debts  of  other  people  soon  finds  its  own  bani 
account  running  short  and  in  its  place  slow  assets  not 
permitted  by  the  insurance  department  to  be  carried  as 
assets.  Therefore,  collateral  must  be  good,  not  subject 
to  wide  fluctuations,  and  readily  marketable.  Companies 
frequently  accept  in  lieu  of  collateral,  the  indemnity 
agreements  of  the  applicant  and  third  parties.  In  many 
instances  this  is  perfectly  safe  and  justifiable,  but  the 
practice  of  some  of  the  more  inexperienced  underwriters 
in  accepting  indemnity  on  large  bonds  of  a  hazardous 
class  is  indefensible  and  can  lead  only  to  disaster. 

Depository  bonds  are  given  to  secure  the  prompt 
repayment  of  funds  deposited  with  banks  and  banking 
institutions  and  run  into  very  large  figures,  a  bond  of  a 
quarter  of  a  million  dollars  being  quite  common.  These 
bonds  are  required  by  states  and  municipalities,  by  coun- 
ties and  many  public  officers  throughout  the  country,  and 
their  desirability  from  an  underwriting  point  of  view, 
depends  largely  on  the  general  banking  situation. 
In  average  times,  when  money  is  fairly  cheap  and 
business    is    being    conducted    at    a    reasonable    pace, 
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these  bonds  are  very  desirable,  but  when  the  boom  is 
about  to  collapse,  credits  are  very  much  extended,  and 
the  banking  situation  is  strained,  these  large  liabilities 
constitute  a  grave  menace.  The  surety  company  then 
has  "  Hobson's  choice  ";  it  can  cancel  its  outstanding 
depository  bonds,  thereby  constricting  banking  assets 
and  aggravating  the  situation,  perhaps  even  precipitat- 
ing a  panicky  condition,  jeopardizing  its  bank  fidelity 
business,  but  saving  itself  from  severe  losses ;  or,  it  may 
endeavor  to  secure  collateral  on  outstanding  bonds  for 
the  smaller  institutions  and  on  others  simply  rely  on  the 
care  with  which  its  risks  have  been  selected  and  hope  that 
lightning  will  not  strike.  It  must  be  remembered  that 
large  and  strong  banks  occasionally  suspend  payments,  in 
which  cases,  although  there  may  be  full  salvage,  the 
surety  company  must  pay  out  in  the  first  instance  the 
full  amount  of  its  bond,  or  the  full  amount  of  the  deposit 
secured  by  the  bond,  whichever  is  the  smaller,  and  this 
situation  is  boimd  to  occur  in  panics.  In  1907  sums 
aggregating  many  hundred  thousands  of  dollars  were 
paid  out  on  depository  bonds  covering  deposits  in  banks 
in  New  York  City  alone,  and  this  within  a  space  of  a  few 
weeks.  Although  full  salvage  to  a  penny  was  recovered 
by  the  companies  at  a  later  date,  this  did  not  help  the 
situation  at  the  time.  Had  the  panic  been  as  severe  at 
other  banking  centres  as  at  New  York,  the  outcome  would 
have  been  questionable. 

Lines  carried  on  individual  banks  generally  run  from 
10  to  25  per  cent,  of  the  sum  of  its  capital,  surplus  and 
undivided  profits,  depending  upon  the  age  of  the  bank, 
the  quality  of  its  management,  its  progress  as  shown  by 
its  statements  covering  a  period  of  years  and  the  relation 
shown  between  cash  and  deposits,  and  deposits  and  cap- 
ital. 

License  and  permit  bonds  include  all  those  bonds  re- 
quired by  the  statutes  of  various  states  and  municipal- 
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ities  enabling  the  licensee  to  conduct  some  business,  or 
pursue  some  employment,  such  as  conducting  an  employ- 
ment agency,  a  saloon,  drug  store,  pawn-broker,  or  a 
plumber  or  sewer  tapper.  Bonds  of  this  nature  are  very 
numerous  and  vary  greatly  in  the  hazard  involved.  Per- 
haps the  largest  branch  of  this  line  are  the  bonds  given 
under  the  excise  laws  of  the  various  states.  These  bonds 
are  ordinarily  about  $10,000  in  amount,  and  the  line  has 
been  a  profitable  one,  although  necessitating  a  high  rate 
of  premium. 

Permit  bonds  are  of  somewhat  the  same  nature.  They 
cover  damages  which  may  accrue  on  account  of  privileges 
granted,  such  as  the  permission  given  by  a  city  to  store 
explosives  and  so  forth.  These  bonds  are  written  very 
freely  for  applicants  of  good  reputation,  and  while  there 
is  a  great  difference  in  the  hazard  between  bonds  re- 
quired in  one  state  and  bonds  required  in  another  of  pre- 
cisely the  same  nature,  nevertheless,  generally  speaking, 
they  may  be  included  among  the  less  hazardous  lines  of 
suretyship. 

There  is  another  bond  given,  known  as  the  freight 
charge  bond,  of  which  a  number  are  issued.  This  guar- 
antees to  a  railroad  or  transportation  company  the  pay- 
ment of  freight  charges  on  goods  transported  and  deliv- 
ered to  consignees.  This  is  a  financial  guarantee  and 
should  be  written  for  strong  applicants  only,  and  then 
in  limited  amounts. 

Many  bonds  are  given  which  guarantee  the  payment  of 
rental  under  a  lease.  These  are  generally  very  haz- 
ardous, particularly  when  connected  with  some  promo- 
tion enterprise.  Bonds  are  rarely  required  of  old  estab- 
lished firms  whose  ability  to  pay  rent  is  well  known,  con- 
sequently the  applications  that  are  made  to  a  surety 
come,  generally  speaking,  from  lessees  whose  ability  to 
pay  rent  is  not  well  regarded  by  the  lessor. 

Bonds    guaranteeing    against    forgery   is    the    latest 
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line  of  insurance  written  in  this  country.  These 
bonds  are  purchased  by  banks  to  protect  them  against 
loss  occasioned  by  forgery  of  checks  or  drafts  which  they 
take  in  the  course  of  their  business.  Sufficient  experience 
has  not  yet  been  obtained  to  speak  definitely  of  this  line. 
Suffice  it  to  say  that  it  was  written  at  its  inception  about 
a  year  ago  by  two  companies;  one  company  has  siaee 
abandoned  it  on  account  of  its  unprofitable  nature,  while 
the  other,  a  large  New  York  company,  is  still  conductiQg 
the  line  at  a  satisfactory  profit.  It  is  a  bond  that  sells 
well  and  seems  to  have  found  a  place  in  the  business 
world. 

Many  bonds  are  given  to  the  government  in  the  nature 
of  surety  bonds,  the  most  important  being  bonds  guaran- 
teeing the  payment  of  customs  duties  and  internal  reve- 
nues. There  are  various  forms  applicable  to  the  different 
contingencies  which  arise,  and  although  the  bonds  are 
frequently  in  large  amounts  the  experience  has  been  so 
satisfactory  that  a  very  small  premium  charge  per  thou- 
sand is  made  for  bonds  of  this  class. 

There  are  very  many  more  bonds  coming  under  the 
classification  of  surety  bonds  which  might  be  described, 
but  those  which  have  been  mentioned  abo  >re  are  the  really 
important  lines,  and  the  only  ones  of  a  kind  large  enough 
in  volume  to  constitute  a  distinct  class. 

Fidelity  Insurance 

The  business  of  guaranteeing  the  honesty  of  a  person 
is  called  fidelity  insurance. 

Commencing  about  the  year  1879,  fidelity  bonds  were 
written  for  the  first  time  in  this  country.  During  that 
year  bonds  with  an  aggregate  liability  of  $45,000  were 
executed  by  a  prominent  New  York  company,  still  in 
business,  but  under  another  name,  and  with  large  re- 
sources and  an  extremely  profitable  business.  Since  then 
the  business   has  been   greatly   developed   imtil   today 
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approzimately  $7,000,000  are  paid  annually  to  bonding 
companies  for  the  protection  of  employers  against  loss 
through  dishonesty  of  perhaps  as  many  as  3,000,000 
employees,  on  bonds  in  the  aggregate  of  perhaps 
$3,000,000,000. 

The  business  has  been  divided  for  convenience  into 
three  classes :  bonds  in  favor  of  private  employers,  such 
as  merchants,  banks  and  railroads;  bonds  in  favor  of 
states,  counties  and  municipalities;  and  bonds  in  favor 
of  the  United  States  government,  the  second  class  being 
known  as  public  official  business,  the  last  as  government 
official  business.  The  first  has  proved  the  most  lucrative 
and  has  been  more  eagerly  sought  by  the  companies 
carrying  fidelity  lines. 

Generally  speaking,  the  underwriter  in  passing  on  an 
application  for  a  bond  of  either  class,  will  consider  pri- 
marily two  things:  first,  the  temptation  to  which  the 
applicant  will  be  exposed  in  his  bonded  capacity;  and 
second,  what  record  the  applicant  has  made  in  the  busi- 
ness world  which  entitles  him  to  an  "  honesty  credit." 

While,  to  the  general  public,  a  bank  clerk  would  seem 
a  dangerous  risk  because  he  works  in  a  business  house 
where  stealable  articles  accumulate  and  because  the 
newspapers  frequently  record  thefts  by  bank  cashiers 
and  clerks  often  for  such  large  sums  that  the  institution 
is  obliged  to  close  its  doors,  nevertheless  such  risks  are 
regarded  with  great  favor  by  underwriters  because 
strange  as  it  may  appear,  the  opportunity  to  steal  is  not 
great. 

In  a  bank  whose  working  force  is  properly  organized 
one  clerk,  or  one  group  of  clerks,  must  check  up  and  prove 
daily  with  another  group,  and  while  those  in  the  tellers 
cage  always  have  the  opportunity  for  a  "  grab  and  a 
run,"  they  cannot,  in  a  properly  organized  bank,  steal 
from  day  to  day  and  year  to  year  until  their  thefts  aggre- 
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gate  large  sums,  and  it  is  these  cumulative  losses  tliat  the 
good  underwriter  fears. 

On  the  other  hand,  collectors  or  salesmen  on  commis- 
sion are  not  desirable  lines,  on  account  of  the  difficulty  of 
checking  them  up,  and  jewelry  salesmen  who  carry 
samples  are  exposed  to  extraordinary  temptations,  for 
the  opportunities  for  stealing  both  cash  and  merchandise 
are  unusual. 

After  a  consideration  of  the  opportunity,  comes  the 
question  whether  the  applicant's  character  is  such  that 
he  will  so  conduct  himself  as  to  cause  no  liability  to  his 
surety.  It,  therefore,  becomes  the  duty  of  the  trained 
underwriter  to  examine  his  record  and  sort  out  the  honest 
men  from  the  thieves.  Just  as  the  medical  examiner  of  a 
life  insurance  company  must  sort  out  the  men  with 
defective  hearts,  or  livers,  so  must  the  fidelity  examiner 
sort  out  the  men  with  defective  intellects  or  morals,  and 
he  has  a  much  more  difficult  task.  A  doctor  can  put  his 
ear  to  a  man's  chest  and  tell  to  a  certainty  that  the  heart 
beats  true,  but  who  can  turn  on  a  man's  brain  the  light 
that  will  show  the  present  or  future  thief?  How  a 
man  has  conducted  himself  in  the  past  is  an  indi- 
cation of  how  he  will  conduct  himself  in  the  future,  and  it 
is  on  this  indication  the  underwriter  must  base  his  judg- 
ment. He  inquires  of  each  employer  the  applicant  has 
had  for  at  least  ten  years  last  past.  References  are  called 
for  on  the  application  and  to  each  name  given  is  sent  a 
blank  form  on  which  questions  concerning  the  character 
and  habits  of  the  applicant  are  asked  and  specific  replies 
required.  A  question  always  asked  is  whether  the  appli- 
cant gambles  or  uses  intoxicating  liquors.  An  affirmative 
answer  to  the  former  prompts  further  inquiry,  but  the 
underwriter  of  today  passes  more  readily  the  man  who 
states  frankly  that  he  drinks  in  moderation  than  the  man 
who  simply  says  "  no,"  for  he  probably  lies.  His  age  is 
considered  in  connection  with  the  responsibilities  he  is  to 


SURETY  AND  FIDELITY  INSURANCE     511 

assume  in  his  bonded  capacity  and  if  he  be  a  married 
man  and  especially  if  he  has  children,  his  greater  steadi- 
ness is  assumed.  His  property  holdings  are  also  import- 
ant for  the  strata  he  occupies  in  life  may  be  roughly 
estimated  by  his  means,  and  because  a  man  who  has 
money,  and  consequently  some  position,  is,  generally 
speaking,  a  better  risk,  for  he  is  less  liable  to  steal,  and 
lose  his  money  and  position  as  well  as  his  liberty,  than 
a  man  who  has  nothing  to  lose  but  his  liberty  and  the 
respect  of  the  community  in  which  he  lives.  Experience 
also  plays  its  part,  for  age  and  experience  are  the  ele- 
ments that  make  character,  and  the  underwriter  who  can 
place  these  essential  features  in  the  balance  and  deter- 
mine whether  age  and  experience  plus  antecedents, 
reputation  and  position,  outweigh  the  degree  of  tempta- 
tion or  opportunity  to  which  the  applicant  will  be  ex- 
posed, is  the  underwriter  whose  services  are  earnestly 
sought  and  whose  time  is  well  paid. 

Fidelity  companies  are  often  imposed  upon  by  spurious 
references  and  occasionally  a  man  who  has  been  bonded 
and  upon  whose  bond  a  company  has  paid  a  loss  has  later 
applied  to  the  same  company  under  a  different  name,  and 
has  again,  by  reason  of  dishonest  acts,  imposed  a  fresh 
loss  on  the  same  company. 

This  has  happened  more  frequently  on  railroad  risks 
than  on  any  other  lines  of  business.  A  man  in  the  posi- 
tion of  freight  agent  who  has  stolen  from  the  railroad  by 
which  he  was  employed  and  who  has  been  discharged,  but 
who  has  escaped  other  punishment,  changes  his  name  and 
moves  to  another  place.  Here  he  again  applies  for 
employment,  referring  to  new  made  friends  for  recom- 
mendations and  falsifying  his  application  as  to  former 
employers.  Occasionally  these  risks  have  been  accepted 
and  in  some  instances  a  second  loss  has  been  paid  on  the 
same  man. 

In  public  official  and  government  official  business,  the 
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same  primary  questions  arise,  the  character  of  the  appli- 
cant and  the  opportunity  to  steal.  There  is  one  deterrent 
making  for  safety,  however,  which  is  not  present  in 
general  fidelity  lines,  and  that  is  the  usually  conspicuous 
position  occupied  by  the  bonded  man,  as  for  instance,  the 
county  treasurer.  He  is  more  or  less  constantly  ia  the 
public  eye ;  he  is  the  servant  of  the  residents  of  the  county 
and  his  business  is  their  business,  the  funds  he  handles, 
their  funds ;  his  doings  and  the  more  important  transac- 
tions in  his  office  are  reported  in  the  newspapers  from 
time  to  time,  and  he  conducts  his  office  in  the  bright 
calcium  of  publicity.  The  greater  his  eminence,  the 
greater  his  fall,  and  the  usual  occupant  of  such  a  position, 
often  an  aspirant  for  higher  political  honors,  exercises 
great  care  of  the  funds  in  his  charge  and  so  conducts 
himself  in  his  private  life  as  to  give  rise  to  no  suspicions 
concerning  his  character  or  morals.  Again,  his  election 
by  popular  vote  is  his  best  reference.  He  probably  has 
been  through  a  severe  campaign  and  the  worst  that  is 
known  about  him  has  been  published  and  spread  broad- 
cast. His  record  has  been  carefully  examined  by  his 
opposing  candidate  and  his  opposing  party,  and  the 
people,  the  court  of  last  resort  and  the  fairest  court  in 
the  country,  have  endorsed  his  candidacy  and  voted  him 
into  office. 

But  there  are  other  public  official  risks  not  so  good. 
Bonds  of  sheriffs  are  on  the  prohibited  lists  of  many 
companies,  for  they  may  make  themselves  and  their 
bondsmen  liable  by  wrongful  acts  committed,  however,  in 
good  faith,  for  here  we  have  a  bond,  like  nine-tenths  of 
public  official  bonds,  covering  not  only  larceny  and  em- 
bezzlement, but  a  bond  following  the  statute  pursuant 
to  which  it  is  given  and  which  covers  the  faithful  per- 
formance of  the  duties  of  the  office,  a  much  more  dan- 
gerous obligation.  Perhaps  90  per  cent,  of  bonds  given 
for  public  officials  and  government  officials  are  drawn  in 
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accordance  with  some  statute  making  the  giving  of  such 
bonds  obligatory,  or  in  accordance  with  some  depart- 
mental rule,  and  in  consequence  these  bonds  are  much 
broader  in  their  scope,  for  law  makers  require  a  bond 
guaranteeing  the  faithful  performance  of  the  duties  of 
the  official  instead  of  the  bond  covering  alone  the  larceny 
hazard,  with  which  most  private  employers  are  satisfied. 

Speaking  broadly,  there  are  three  forms  of  fidelity 
bonds  furnished  by  the  bonding  companies :  first,  the  lar- 
ceny or  embezzlement  bond;  second,  the  culpable  negli- 
gence bond ;  and  third,  the  faithful  performance  bond. 

In  the  first  class,  the  employer  must  prove  that  he  has 
sustained  a  loss  through  an  act  of  dishonesty  on  the  part 
of  the  employee,  and  that  such  dishonest  act  is  important 
enough  to  bring  it  within  the  legal  definition  of  larceny 
or  embezzlement.  The  law  in  the  several  states  is  well 
settled  on  this  point,  and  if  there  be  no  dispute  as  to  the 
facts  it  becomes  a  simple  matter  to  determine  whether  the 
commission  of  the  act  through  which  the  loss  arose  is  one 
for  which  the  bond  is  responsible.  But  there  are  other 
questions  to  be  determined.  When  the  applicant  applies 
for  his  bond,  the  employer  files  a  statement  as  well,  and 
this  statement  certifies  to  several  important  facts,  among 
which  special  attention  may  be  called  to  the  plan  to  be 
followed  in  checking  or  auditing  the  accounts  of  the 
employee,  whether  regular  statements  are  sent  to  debtors 
for  the  purpose  of  checking  book  balances,  whether  bank 
checks  require  the  countersignature  of  some  other  em- 
ployee or  whether  funds  may  be  withdrawn  from  the 
bank  on  the  sole  signature  of  the  applicant,  whether  the 
applicant  will  or  will  not  have  the  sole  custody  of  valu- 
able securities,  whether  when  accounts  were  last  checked 
the  applicant's  books,  cash  and  so  forth  were  in  balance, 
and  other  important  facts  which  appeal  strongly  to  the 
underwriter  in  passing  on  the  risk,  and  these  statements 
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form  warranties  and,  with  the  application,  form  the  basis 
on  which  the  bond  is  sold. 

Disputes  often  arise  over  these  warranties.  Employers 
fail  to  read  their  policies  and  do  not  know,  or  fail  to 
realize,  that  they  have  accepted  certain  obligations  on 
their  part,  and  that  their  failure  to  perform  these  obliga- 
tions both  legally  and  equitably  releases  the  other  party 
to  the  bargain  from  liability  should  the  employee  become 
a  defaulter. 

There  are  also  certain  conditions  named  in  the  bond 
by  which  a  bonding  company  limits  its  liability.  A  dis- 
covery of  the  larceny  must  be  made  during  the  term  of  the 
bond  or  any  continuation  thereof,  or  within  a  period  of 
months,  usually  six,  after  its  termination  or  cancellation, 
and  prompt  notice  of  such  discovery  must  in  every  in- 
stance be  given  to  the  surety.  The  reason  for  this  is 
obvious. 

Bonding  companies  which  sustain  a  loss  invariably 
attempt  to  jail  the  man  who  is  the  cause  of  it,  and  this  is 
done  for  two  reasons :  first,  a  man  who  occupies  a  position 
of  trust  is  less  apt  to  steal  from  his  employer  if  he  feels 
certain  that  the  result  will  be  a  term  in  jail,  and  the 
prosecution  and  punishment  of  one  man  improves  the 
risk  carried  on  the  next,  and  this  fear  of  prosecution 
creates  what  is  called  the  "  moral  effect  "  of  a  surety 
company  bond.  The  individual  bondsman  who  has  no 
other  risk  at  stake  and  who  is  a  friend  of  the  thief  is 
naturally  more  forgiving,  and  employers  are  usually  loth 
to  institute  criminal  proceedings,  hence  a  great  deterrent 
present  when  a  company  is  surety,  is  completely  absent 
when  an  individual  is  bondsman.  The  surety  company 
by  insisting  on  prosecutions,  with  a  bond  providing  that 
the  employer  shall  lodge  a  complaint  on  the  demand  of 
the  company,  has  made  itself  a  terror  to  wrongdoers,  with 
a  resultant  reduction  in  its  loss  ratio  to  an  incalculable 
extent. 
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Second,  as  a  result  of  this  prosecution,  salvage  is  fre- 
quently recovered.  When  the  thief  sees  jail  staring  him 
in  the  face,  every  nerve  is  strained  to  secure  the  money 
necessary  to  make  restitution,  every  wire  is  pulled,  every 
avenue  of  escape  is  followed,  with  the  frequent  result  that 
some  relation,  a  parent,  an  uncle,  or  even  a  cousin,  ap- 
pears with  the  funds,  the  repayment  of  which  usually 
mitigates  the  punishment  of  the  unfortunate  individual. 
This  is  the  unpleasant,  even  the  harrowing  part  of  the 
business.  To  see  a  poor  widow  mortgage  her  home,  per- 
haps all  she  has,  or  to  see  an  old  man  give  up  the  savings 
of  a  life  time  to  keep  some  scalawag  out  of  jail,  who 
might  much  better  be  in  it,  is  not  an  agreeable  sight. 

This  shows  the  importance  of  that  clause  in  the  bond 
which  provides  for  immediate  notice  of  the  discovery  of 
the  theft.  The  company  at  once  steps  in  and  lodges  a 
complaint  through  the  employer,  and  the  thief  is  appre- 
hended; failure  to  give  immediate  notice  often  results 
in  the  escape  of  the  offender  with  greatly  diminished 
chances  of  salvage,  hence  the  employer  who  fails  to  give 
immediate  notice  damages  the  position  of  the  surety,  fails 
in  his  part  of  the  bargain  and  cannot  recover.  The  time 
in  which  to  file  proofs  of  loss  and  in  which  an  action  may 
be  brought  is  also  limited  by  the  terms  of  the  bond. 

The  culpable  negligence  form,  much  in  favor  with 
railroads,  is  broader  and  more  hazardous.  This  bond 
contains  the  same  clauses  as  the  larceny  and  embezzle- 
ment form  with  respect  to  discovery  of  loss,  notice  to  the 
surety,  time  to  sue,  and  so  forth,  but  it  is  necessary  to 
prove  culpable  negligence  only  in  order  to  recover.  What 
constitutes  culpable  negligence  is  not  nearly  as  clearly 
defined  as  the  act  of  larceny  or  embezzlement  and  conse- 
quently more  disputes  arise  in  the  settlement  of  claims. 
If  an  employee  who  has  secured  his  employer  against 
loss  arising  from  culpable  negligence  on  his  part  should 
leave  his  cash  box  on  his  desk  overnight  instead  of  plac- 
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ing  it  in  the  safe  provided  for  the  purpose,  and  funds  are 
abstracted  from  it  during  this  period,  the  bond  would 
beooine  liable  for  the  loss  although  the  honesty  of  the 
employee  were  unquestioned.  In  this  case  the  duty  of 
the  employee  is  clear  and  he  has  failed  to  exercise 
reasonable  care  in  handling  his  employer's  money. 
Many  cases  arise,  however,  in  which  the  duty  of  the  em- 
ployee is  more  or  less  obscure,  and  whether  the  degree  of 
negligence  is  sufficiently  great  to  bring  it  into  the  class 
of  "  culpable  negligence  "  is  often  the  subject  of  disputes 
which  are  sometimes  carried  into  the  courts. 

The  third  form,  the  statutory  form,  is  the  most  haz- 
ardous of  all  for  this  bond  guarantees  the  faithful 
performance  of  the  duties  of  the  official  and  this  may 
embrace  many  things,  including  the  collection  and  dis- 
bursement of  funds,  and  a  faithful  accounting  and  paying 
over  of  the  balance.  In  many  cases  it  includes  the  faithful 
keeping  of  funds  as  well.  Should  a  county  treasurer  in 
certain  states,  for  instance,  deposit  his  collections  in  a 
bank  of  good  repute,  and  should  this  bank  fail  with  a 
consequent  loss  to  depositors,  a  liability  would  fall  on  the 
surety,  for  the  treasurer  has  failed  to  keep  safely  the 
funds  of  the  county.  This  hazard  is  covered  by  a  require- 
ment that  the  bank  holding  the  funds  shall  give  a  deposi- 
tory bond. 

When  the  company  giving  the  fidelity  bond  transacts 
also  a  surety  business,  it  not  unfrequently  carries  the 
depository  risk  in  the  latter  department.  It  sometimes 
happens  that  a  burglary  insurance  is  combined  with 
fidelity  insurance  in  the  same  way.  For  instance,  the 
statutes  of  the  state  of  California,  curiously  enough,  re- 
quire some  financial  officers  to  carry  the  balance  on  hand 
in  gold  in  a  safe  in  the  office.  These  men  are  personally 
responsible  for  the  safe-keeping  of  this  gold,  and  the 
faithful  performance  bond  given  by  the  surety  company, 
therefore,  covers  this  risk.     For  protection,  the  surety 
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company  requires  the  official  to  take  out  burglary  and  fire 
policies,  and  here  it  sometimes  happens  also  that  the 
surety  company,  if  it  be  transacting  a  burglary  business, 
as  many  surety  companies  do,  is  carrying  this  risk  in 
another  department.  It  is  covering  the  hazard  for  a 
premium,  however,  which  would  not  be  the  case  if  the 
fidelity  bond  were  given  at  the  customary  rate  and  no 
burglary  insurance  required,  for  in  such  case  the  hazard, 
and  a  very  real  One,  would  be  carried  without  charge. 
Another  hazard  often  present  On  faithful  performance 
bonds,  and  never  covered  by  the  larceny  or  embezzlement 
bond,  is  the  liability  for  acts  of  subordinates.  An  assist- 
ant treasurer  of  the  United  States,  for  instance,  in  charge 
of  a  Sub-treasury  with  hundreds  of  clerks  working  under 
him  and  having  in  their  possession  millions  of  dollars  in 
cash,  is  responsible  for  every  penny,  not  stolen,  but  miss- 
ing, and  his  surety,  in  signing  his  bond,  carries  a  risk  on 
each  One  of  these  men.  The  wise  sub-treasurer  will  re- 
quire a  bond  of  each  man  in  order  to  protect  himself,  and 
the  Well  managed  surety  company  will  decline  to  furnish 
the  sub-treasurer's  bond  unless  he  does  so  protect  him- 
self. 

There  is  still  another  fidelity  bond  which  should  be 
mentioned.  A  leading  New  York  company  has  invented 
what  it  called  a  policy  of  fidelity  insurance ;  the  main  dif- 
ference between  this  and  the  fidelity  bond  being  the  ac- 
ceptance of  the  risk  without  the  usual  application,  and  this 
enables  an  employer  to  cover  the  honesty  of  his  employees 
without  the  latter 's  knowledge.  It  often  happens  that  an 
employer  has  in  his  service  a  man  in  Whom  he  reposes 
great  confidence;  he  may  be  a  relative,  an  elderly  man, 
and  perhaps  may  have  satisfactorily  discharged  the 
duties  Of  his  position  for  many  years,  yet  the  employer 
has  learned  from  the  experience  of  others  that  it  is  the 
trusted  employee  who  goes  wrong  to  the  great  loss  of  his 
employer  and  that  good  business  principles  reqilii'e  him 


518  SPECIAL  INSUEANCE 

to  protect  himself  against  such  dishonesty,  yet  he  hesi- 
tates to  ask  this  faithful  assistant  to  make  an  application 
to  a  surety  company  for  a  bond  which  would  necessitate 
the  giving  of  references  and  the  usual  investigation.  To 
fit  such  a  situation,  the  fidelity  policy  was  invented.  The 
company  writing  it  charges  a  slightly  higher  premium  to 
cover  the  extra  hazard  which  it  assumes  by  accepting  the 
risk  without  investigation,  but  this  extra  hazard  is  slight, 
as  ordinarily  only  high  class  men  are  covered  by  this  plan. 
The  terms  of  the  policy  are  practically  identical  with  the 
usual  larceny  and  embezzlement  bond. 

Although  there  is  a  wide  difference  in  the  practice  of 
companies  as  to  the  amount  of  any  one  risk  carried,  the 
custom  is  to  reinsure  as  in  other  lines.  The  laws  of 
several  states  limit  the  amount  of  exposure,  and  the 
United  States  government  by  rule  fixes  such  limit  at  10 
per  cent,  of  the  capital  and  surplus  of  the  insurer.  The 
government  has  no  legal  authority  for  this  action,  but  as 
with  a  private  obHgee  may  accept  or  decline  any  bond 
tendered  to  it,  and  the  treasury  department,  before  which 
such  matters  come,  has  taken  the  arbitrary  position,  not 
only  that  it  will  decline  to  accept  any  bond  «n  a  govern- 
ment official  which  exceeds  10  per  cent,  of  the  capital  and 
surplus  of  the  executing  company,  unless  the  excess  is 
satisfactorily  covered  by  reinsurance,  collateral  or  other- 
wise, but  that  it  will  decline  to  accept  any  bond  whatever 
of  any  company  which  carries  liabilities  in  excess  of  such 
limits  and  this,  as  a  matter  of  practice,  has  resulted  in 
government  supervision.  All  companies  which  desire  to 
do  business  with  the  government  make  quarterly  state- 
ments to  the  treasury  department  on  blanks  furnished, 
which  call  for  detailed  information  on  all  large  risks  and 
if  the  information  so  given  is  unsatisfactory,  the  risk  ob- 
jected to  must  be  further  secured  as  directed  on  pain  of 
forfeiture  of  the  privilege  of  doing  any  business  with  the 
government.   In  this  way,  and  without  warrant  of  law, 
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the  treasury  department  exercises  a  supervision  of  surety 
companies  which  is  effective  and  likely  to  become  more  so 
through  examination  by  national  bank  examiners.  Thus 
far  the  supervision  has  not  been  burdensome.  On  the 
contrary,  rules  made  by  the  department  are  recognized 
as  having  had  a  wholesome  and  beneficial  effect  and  to 
have  caused  a  discontinuance  of  the  issuance  of  large 
unsecured  bonds  often  in  surety  lines  as  large  as  the 
entire  capital  of  the  executing  company,  and  in  this  way 
as  having  removed  a  very  serious  menace  to  the  business. 
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Chapter  LXIV 

TITLE  INSURANCE 

By  J.  Weay  Cleveland 

Title  insurance  originated  in  Philadelphia  in  1876, 
the  Eeal  Estate  Title  Insurance  and  Trust  Company  of 
that  city  being  the  first  company  to  apply  the  insurance 
principle  to  a  field  very  different  from  life,  fire  or  other 
insurance.  In  all  these  latter  classes  of  insurance  the 
losses  to  a  large  extent  offset  the  premium  account. 

Title  insurance  entered  a  field  where  the  losses  were 
comparatively  small,  but  where  the  expenses  were  bur- 
densome in  the  extreme,  and  the  conduct  of  the  business 
was  accompanied  by  much  annoyance  and  delay.  Titles 
to  real  estate  had  been  passed  during  most  of  their  his- 
tory on  the  strength  of  opinions  of  counsel;  and,  as  it 
was  obviously  not  advisable  to  have  parties  with  different 
interests  represented  by  the  same  attorney,  it  usually 
followed  that  the  work  was  done  anew  each  time  at  great 
expense,  although  experience  showed  that  the  losses 
escaped  by  so  doing  were  trifling  in  comparison. 

It  occurred  to  the  organizers  of  the  first  company  that 
all  that  was  needed  to  destroy  the  reason  for  the  old 
system  was  to  get  for  a  single  fee  paid  once  and  not  an- 
nually, a  single  opinion  of  counsel  upon  which  an  endless 
row  of  successive  owners  could  rely  with  equal  safety.  To 
get  such  an  opinion  they  considered  it  was  only  necessary 
to  place  the  attorney  where  he  acted  for  a  corporation 
which  would  pledge  its  capital  to  make  good,  to  any  one 
of  the  successive  owners  holding  its  policy,  for  any  loss 
from  mistake  in  that  opinion.  It  made  no  difference  that 
each  consecutive  buyer  and  seller  should  have  his  title 
examined  by  the  same  company  because  the  results  were 
guaranteed  and  it  was  to  the  absolute  financial  interest 
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of  the  company  that  the  work  should  be  correctly  done, 
and  no  risks  taken  which  could  be  avoided  by  proper  care. 

Title  insurance  does  not  take  known  hazards  any  more 
than  a  fire  company  insures  burning  buildings.  It  selects 
the  good  titles  and  puts  its  seal  upon  them  so  that  they 
pass  current.  The  risk  is  infinitesimal  as  compared  with 
that  in  fire  insurance,  where  chance  has  much  to  do  with 
it,  or  in  life  insurance,  where  death  is  certain  to  come. 
The  relations  of  the  loss  account  to  the  expense  account 
are,  therefore,  exactly  reversed  as  between  the  two 
classes.  In  title  insurance  the  expenses  are  heavy  be- 
cause the  work  is  of  a  professional  and  scientific  char- 
acter and  must  necessarily  be  practically  commensurate 
with  the  business  done.  The  losses,  however,  should  not 
be  large  if  the  work  is  properly  done. 

The  simplicity,  as  well  as  the  soundness  of  the  prin- 
ciple, are  such  that  the  public  has  fully  appreciated  and 
accepted  it  and  almost  immediately  after  the  establish- 
ment of  the  original  company,  others  were  organized  in 
New  York,  Boston  and  practically  without  exception,  in 
every  city  of  considerable  size  in  the  United  States  and 
the  business  is  now  very  largely  in  their  hands. 

Attorneys  at  law  were  at  first  opposed  to  these  com- 
panies, fearing  that  their  business  would  be  taken  away, 
but  it  was  not  long  before  the  more  progressive  of  them 
appreciated  that  they  had  been  furnished  with  a  new 
tool  for  the  safer  conduct  of  their  business.  They  found 
that  by  turning  over  this  kind  of  work  to  the  companies 
and  charging  their  client  something  of  a  fee  for  looking 
after  the  business  end  of  the  transaction  that  they  were 
still  able  to  take  care  of  their  client's  real  estate  business 
and  yet  have  a  large  portion  of  their  time  free  for  other 
equally  lucrative  work.  The  title  companies  in  Greater 
New  York  today  probably  receive  as  large  a  portion  of 
their  business  through  attorneys  as  from  other  clients. 

The  rapid  growth  of  title  insurance  in  Greater  New 
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York  resulted  from  the  fact  that  defects  in  titles  could 
not  be  prevented  by  a  lawyer's  examination.  They  can- 
not be  prevented  by  title  insurance  but  the  evil  results 
are  borne  by  the  company  and  not  by  the  individual. 
There  are  not  so  many  troubles  in  titles  that  arise  from 
carelessness  on  the  part  of  the  examining  attorney.  They 
arise  from  things  which  could  not  be  discovered.  If  a 
man  be  secretly  married  his  wife  would  not  join  in  the 
deed  and  the  purchaser  takes  the  property  subject  to  her 
dower  rights.  If  someone  a  few  steps  back  in  the  chain 
of  the  title  was  under  age  at  the  time  he  or  she  signed  the 
deed,  no  title  passes  under  the  deed.  If  anyone  in  the 
chain  of  title  should  be  insane  at  the  time  of  the  execu- 
tion of  the  deed  a  defective  title  would  result.  Neither 
lawyers  nor  title  companies  can  discover  these  things 
except  in  the  rarest  instances.  When  the  trouble  comes 
the  title  insurance  company  shoulders  the  burden,  while 
the  lawyer  naturally  and  properly  claims  that  he  is  not 
responsible  as  he  did  the  best  that  he  could.  There  are 
many  intricate  law  questions  which  must  be  decided  in 
the  examination  of  a  title,  and  the  judgment  of  attorneys 
wiU  differ  in  regard  to  these.  In  some  cases  they  are  so 
doubtful  that  the  court's  decision  may  be  either  way.  If 
the  attorney  decides  wrongly  the  client  suffers;  if  the 
title  insurance  company  decides  wrongly  it  assumes  the 
resulting  losses.  It  is  on  this  account  that  the  best  attor- 
neys today  prefer  to  handle  their  real  estate  business 
through  these  companies.  The  question  of  insurance  of 
title  is  no  longer  an  experiment.  The  only  question  to  be 
determined  is  the  choice  of  the  company  in  which  it  is  to 
be  taken  out.  The  expenses  are  heavy  and  a  profit  can 
only  be  made  by  the  companies  doing  a  large  business  and 
doing  it  in  a  way  that  is  surrounded  by  every  possible 
safeguard.  The  largest  company  in  New  York  City,  of 
which  the  writer  is  secretary,  has  never  paid  one  cent  of 
its  title  insurance  earnings  to  its  stockholders.  These  have 
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been  kept  entirely  in  reserve  to  meet  its  losses  and  tlie 
dividends  paid  have  come  entirely  from  interest  earn- 
ings. 

Another  reason  for  the  uplift  of  the  business  aside 
from  its  greater  safety  and  far  greater  economy,  has 
been  the  speed  with  which  the  transaction  can  be  per- 
fected. To  reach  this  and  at  the  same  time  promote 
their  safety,  the  title  insurance  companies  found  it  neces- 
sary to  make  copies  of  the  real  estate  records  of  the 
counties  in  which  they  proposed  to  operate.  In  a  large 
city  this  means  a  stupendous  undertaking.  It  involves 
the  copying  of  every  description  of  every  piece  of  land 
described  in  every  instrument  affecting  land,  recorded 
in  the  register's  or  county  clerk's  office,  from  the  earliest 
record  down  to  the  latest.  In  New  York  county,  for  ifl- 
stance,  the  number  of  such  descriptions  runs  into  many 
millions.  These  are  copied  and  sorted,  not  according  to 
the  names  of  the  parties  to  them,  as  all  such  records  are 
usually  kept,  but  according  to  the  properties  affected. 
A  ledger  account  is  opened  with  each  separate  lot  of  land, 
in  which  account  is  entered  every  instrument  affecting 
it.  This  assortment  is  made,  mechanically,  with  a  system 
of  checks  and  counterchecks  as  efficient  as  a  trial  balance 
in  bookkeeping.  Thus  the  record  of  the  piece  of  land  is 
arrived  at  with  absolute  certainty,  a  thing  that  is  neyer 
true  of  any  index  according  to  names.  The  record  is  kept 
up  from  day  to  day  by  copying  every  instrument  recorded 
the  day  before,  and  posting  the  results  to  the  proper  ac- 
counts. 

Although  the  cost  of  such  a  plant  is  enormous,  it  at 
once  justifies  its  compilation  by  the  extraordinary  facility 
which  it  gives  to  the  company  in  making  its  legal  examin- 
ations of  titles.  Instead  of  the  old  and  laborious  practice 
of  digging  out  the  title  and  making  an  expensive  and  slow 
search  through  the  indices,  a  part  of  the  work  which 
consumed  much  of  the  time  before  required,  the  ledger 
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account  with  the  lot  which  is  practically  the  complete 
abstract  of  its  title,  is  at  once  placed  in  the  company's 
law  department's  hands  and  every  instrument  passed 
upon  by  a  skilled  real  estate  lawyer,  verified  by  another, 
and  the  legal  sufficiency  or  insufficiency  of  the  title 
demonstrated.  If  the  title  is  found  perfect,  the  policy  of 
guarantee  is  issued  and  the  history  of  that  title,  in  the 
plant,  marked  sound  and  it  never  has  to  be  investigated 
agaiQ.  If  the  title  be  found  defective,  an  entry  to  that 
effect  is  made  on  its  record,  and  the  company  warned  off 
from  it,  until  something  new  cures  the  defect.  As  the 
business  of  the  company  increases  in  volume,  it  gradually 
transforms  its  plant  from  a  collection  of  unexamined 
abstracts  into  a  collection  of  examined  and  approved 
ones. 

As  the  work  of  the  company  gradually  covers  the  city, 
it  meets,  more  and  more,  the  routes  previously  travelled 
in  great  part,  and  saves  more  and  more  in  the  average 
time  required  to  put  through  each  new  transaction.  Of 
course  any  piece  once  insured  can  be  transferred  very 
simply  and  very  quickly,  and  the  policy  re-issued  to  the 
new  purchaser. 

The  importance  of  such  an  accumulation  of  informa- 
tion affecting  the  most  stable  part  of  the  community's 
wealth,  arranged  so  as  to  be  at  once  available,  is  very 
apparent.  If  a  railroad  company  wishes  to  get  the  name 
of  every  lot  owner  throughout  the  length  of  an  avenue, 
for  procuring  consents,  this  locality  plant  can  at  once 
produce  them.  If  the  comptroller  or  the  district  attorney 
wishes  to  know  whether  a  proposed  bondsman  owns  the 
property  claimed,  the  same  machine  can  at  once  give  the 
answer  and  tell  what  the  mortgages  upon  it  are.  If  the 
health  authorities  wish  to  know  the  name  of  the  owner 
of  a  piece  of  property  where  a  nuisance  is  maintained, 
or  the  police  department  that  of  the  owner  of  a  disreput- 
able house,  the  locality  index  furnishes  the  information. 


526  SPECIAL  INSURANCE 

If  an  intending  purchaser  or  lender  wishes,  before  decid- 
ing to  buy  or  lend,  to  know  the  past  history  of  a  property, 
through  what  hands  it  has  been,  what  it  seems  to  have 
sold  for,  or  what  loans  may  have  been  made  on  it  pre- 
viously, or  perhaps,  at  what  amount  adjoining  pieces 
have  been  sold  or  mortgaged — he  can  at  once  be  fully 
posted  by  reference  to  this  invaluable  index,  and  saved 
from  a  bad  bargain  or  helped  to  a  good  one.  But  it  is  not 
in  these  incidental  conveniences  that  the  title  insurance 
system,  with  its  locality  index  is  exerting  the  most  pow- 
erful influence  for  the  permanent  advantage  of  the  real 
estate  interests.  It  is  the  general  and  quick  converti- 
bility that  it  is  giving  to  real  estate  as  property.  Real 
estate  has  always  been  the  most  steady  and  certain  in- 
vestment to  be  had,  but  it  has  been  shunned  by  many 
because  they  were  so  hampered  in  dealing  with  it.  Banks 
in  the  past  have  disapproved  it  as  collateral  and  national 
banks  have  been  forbidden  by  statute  to  accept  it,  and  all 
because  the  question  of  title  was  never  settled,  and 
tedious  delays  and  great  expenses  were  involved  in  every 
consideration  of  it.  By  simply  settling  the  question  of 
title  once  for  all,  and  having  the  title  insurance  corpora- 
tion put  its  stamp  upon  it,  the  one  controlling  obstacle 
to  the  availability  of  real  estate  as  ready  capital,  has  now 
been  removed. 

Every  year  is  seeing  a  wide  extension  of  its  use  where 
availability  is  important.  Mortgages  with  title  insured 
are  being  generally  accepted  as  collateral,  excepting  by 
the  national  banks,  where  the  statute  forbidding  it  still 
remains  in  force,  though  the  reason  for  it  no  longer 
exists.  Trust  mortgages  on  real  estate  securing  $1,000 
bonds  and  certificates  issued  against  groups  of  mort- 
gages in  denominations  of  $200,  $500,  $1,000  and  $5,000 
in  negotiable  shape,  are  now  common  and  are  accepted, 
because  by  the  insurance  of  the  title  certified  on  every 
bond  or  certificate,  the  old  question  is  set  at  rest.    The 
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facility  that  attaches  to  a  railroad  investment  is  thus 
secured  for  the  safer  and  more  stable  real  estate  invest- 
ment. 

Policies 

Policies  of  title  insurance  vary  but  slightly  in  form  in 
the  various  cities,  the  main  difference  being  that  in  some 
cities  the  companies  insure  only  against  loss  or  damage  by 
reason  of  defects  of  title,  while  in  others,  as  in  New  York, 
in  addition  they  insure  against  loss  or  damage  by  reason 
of  unmarketability  of  the  title.  In  the  first  class  of  cases 
there  might  be  a  cloud  on  the  title  or  some  old  lien  or 
claim  of  ownership  outstanding  which  had  no  validity  or 
could  not  be  successfully  enforced  and  was,  therefore, 
insured  against,  and  yet  the  company  would  not  be  liable 
imless  the  insured  had  been  ousted  from  the  property 
or  the  lien  had  been  declared  a  good  and  enforceable 
one  against  the  property.  With  such  a  policy  the  insured 
would  have  no  remedy  against  the  company  if  he  sought 
to  mortgage  or  sell  and  had  been  unsuccessful  because  of 
these  outstanding  claims,  which  speaking  technically  had 
made  the  title  unmarketable,  or  such  as  a  mortgagee  or 
purchaser  would  not  be  compelled  to  take.  In  the  other 
class  of  cases  the  policy  insures  marketability,  and  if  the 
insured  should  make  a  valid  contract  to  mortgage  or  sell 
the  property  and  the  mortgagee  or  purchaser  refused  to 
complete  because  of  the  cloud  or  alleged  lien,  the  company 
would  be  required  to  make  the  mortgagee  lend  the  money, 
or  the  purchaser  take  the  title.  It  can  readily  be  seen 
that  the  latter  form  of  policy  is  far  broader  than  the 
former,  and  that  it  is  the  only  one  which  would  be  accept- 
able in  a  community  or  city  where  real  estate  is  active 
and  the  transactions  of  large  volume.  In  New  York  City 
the  marketability  form  is  exclusively  used. 

The  policy,  which  is  substantially  the  form  used  by 
most  of  the  companies  in  the  large  cities,  is  as  follows: 
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' '  The Company  in  consideration  of  the  pay^ 

ment  of  its  charges  for  the  examination  of  title,  insures 

heirs  and  devisees  (or  successors  or  personal 

representatives)  against  all  loss  or  damage  not  exceeding 
dollars,  which  the  insured  shall  sustain  by  rea- 
son of  any  defect  or  defects  of  title  affecting  the  premises 
described  in  Schedule  A,  heretofore  annexed,  or  affecting 
the  interest  of  the  insured  therein,  as  described  in  said 
schedule,  or  by  reason  of  the  unmarketability  of  the  title 
of  the  insured  to  or  in  said  premises,  or  by  reason  of 
liens  or  incumbrances  charging  the  same  at  the  date  of 
this  policy;  saving  all  loss  and  damage  by  reason  of  the 
estates,  interests,  defects,  objections,  liens  and  incum- 
brances excepted  in  Schedule  B,  or  by  the  conditions  of 
this  policy,  hereto  annexed  and  hereby  incorporated  into 
this  contract,  the  loss  and  the  amount  to  be  ascertained 
in  the  manner  provided  in  said  conditions  and  to  be  pay- 
able upon  compliance  by  the  insured  with  the  stipulations 
of  said  conditions,  and  not  otherwise." 

Schedule  A  has  three  subdivisions : 

"  1st.  The  estate  or  interest  of  the  insured  in  the 
premises  described  below  covered  by  this  policy." 
(Which  may  be  in  fee  simple,  as  mortgagee,  as  lessee,  or 
whatever  may  be  the  insurable  interest.) 

"  2nd.  The  deed  or  other  means  by  which  the  estate 
or  interest  covered  by  this  policy  is  vested  in  the  in- 
sured." (Which  is  followed  by  a  recital  of  the  instru- 
ment; a  deed,  will,  mortgage,  lease,  etc.) 

"  3rd.  The  premises  in  which  the  insured  has  the 
estate  or  interest  covered  by  this  policy."  (Followed  by 
a  careful  and  accurate  description  of  the  property.) 

Schedule  B  consists  of  one  heading  as  follows: 

"  This  policy  does  not  insure  against  such  estates,  in- 
terests, defects,  objections  to  title,  liens,  charges  and 
incumbrances  affecting  said  premises,  or  the  estate  or 
interest  insured,  as  are  set  forth  below  in  this  schedule. ' ' 
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(Under  this  is  set  forth  everything  which  the  company- 
is  not  willing  to  insure  against ;  as,  for  instance,  a  mort- 
gage, a  lease  or  leases,  a  judgment,  a  mechanic's  lien, 
taxes,  assessments,  etc.,  which  may  encumber  the  prop- 
erty. It  may  also  be  that  the  parties  have  contracted  to 
purchase  subject  to  a  dower  right  or  to  any  other  defect.) 

The  conditions  of  the  policy  are  usually  that  the  com- 
pany will,  at  its  own  cost,  defend  the  insured  in  all  ac- 
tions or  proceedings  founded  on  a  claim  of  title  or  in- 
cumbrance prior  in  date  to  the  policy  and  thereby  insured 
against,  and  that  the  company  shall  have  the  right,  at  its 
own  cost,  to  maintaiQ  or  defend  any  action  relatiug  to 
the  title  insured,  or  upon  or  under  any  covenant  relating 
to  the  title.  That  no  claim  shall  arise  under  the  policy 
excepting:  (1st)  "Where  there  has  been  a  final  deter- 
mination in  a  court  of  competent  jurisdiction  under  which 
the  insured  may  be  dispossessed  or  evicted  from  the 
premises.  (2nd)  Where  there  has  been  a  final  determina- 
tion adverse  to  the  title,  as  insured,  in  such  a  court,  upon 
a  lien  or  incumbrance  not  excepted.  (3rd)  Where  the 
insured  shall  have  contracted  in  good  faith  in  writing  to 
sell  the  insured  estate  or  interest,  and  the  title  has  been 
rejected  because  of  some  defect  or  incumbrance  not  ex- 
cepted, and  notice  of  such  rejection  given  to  the  company 
within  ten  days  thereafter,  in  which  case  for  thirty  days 
after  receiving  such  notice  this  company  shall  have  the 
option  of  paying  the  loss  of  which  the  insured  must  pre- 
sent proper  proof,  or  of  maintaining  or  defending  either 
in  its  own  name  or  at  its  option  in  the  name  of  the  in- 
sured some  proper  action  or  proceeding  for  the  purpose 
of  determining  the  validity  of  the  objection,  and  only  in 
case  of  a  final  determination  sustaining  the  objection  is 
the  company  liable.  (4th)  Where  the  insurance  is  upon 
thes  interest  of  a  mortgagee  and  the  mortgage  has  been 
adjudged  by  a  court  to  be  invalid  or  ineffectual  to  charge 
the  premises,  or  subject  to  a  prior  lien  or  incumbrance 
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not  excepted.  (5th)  Where  a  purchaser  at  a  sale  under 
the  judgment  or  order  of  a  court  of  competent  jurisdic- 
tion has  been  relieved  by  the  court  from  the  purchase  by- 
reason  of  the  existence  of  some  lien,  incumbrance  or  de- 
fect of  title  not  excepted.  (6th)  When  the  insured  shall 
have  negotiated  a  loan  on  the  security  of  a  mortgage  on 
the  property  or  interest,  and  the  title  has  been  rejected, 
then,  if  there  be  no  dispute  as  to  the  facts  the  company 
will  consent  to  the  submission  of  the  matter  to  the  Su- 
preme Court,  and  upon  the  judgment  of  such  court  shall 
depend  the  liability  of  the  company.  (7th)  Where  the 
insured  shall  have  transferred  the  title  by  an  instru- 
ment containing  covenants  in  regard  to  title  or  warranty 
thereof,  and  there  has  been  a  final  judgment  rendered  in 
a  court  of  competent  jurisdiction  against  the  insured,  or 
the  heirs,  executors,  administrators  or  successors  of  the 
insured  on  any  of  such  covenants  or  warranty  and  be- 
cause of  some  defect  of  title  or  incumbrance  not  excepted. 
That  no  transfer  of  the  policy  will  be  valid  without  the 
written  consent  endorsed  thereon  by  the  proper  officer  of 
the  company;  that  any  untrue  statement  made  by  the 
insured,  or  the  agent  of  the  insured,  with  respect  to  any 
material  fact,  or  suppression  or  failure  to  disclose  any 
material  fact,  any  untrue  answer,  by  the  insured,  or  the 
agent  of  the  insured,  to  material  inquiries  before  the 
issuing  of  the  policy,  shall  avoid  the  policy.  That  the 
insured  shall  notify  the  company  immediately  of  any 
attack  upon  the  title ;  that  it  shall  be  the  duty  of  the  in- 
sured to  secure  to  the  company  the  right  and  opportunity 
to  maintain  or  defend  the  action  or  proceeding,  and  all 
appeals  from  any  determination  therein,  and  to  give  all 
reasonable  aid,  and  to  permit  the  use  of  the  name  of  the 
insured  at  the  option  of  the  company.  If  such  notice 
shall  not  be  given  to  the  company  within  ten  days  after 
service  of  the  first  summons  or  other  process  in  such  ac- 
tion, the  policy  shall  be  void.  That  the  company  agrees  to 
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pay  in  addition  to  the  loss,  all  costs  imposed  on  the  in- 
sured in  litigation  carried  on  by  it  for  the  insured  under 
the  requirements  of  the  policy;  but  it  will  in  no  case  be 
liable  to  the  insured  for  the  fees  of  any  coimsel  or  attor- 
ney employed  by  the  insured ;  and  the  costs  and  loss  paid 
shall  not  together  exceed  the  amount  of  the  policy.  That 
in  every  case  where  the  liability  of  the  company  has  been 
definitely  fixed  the  loss  or  damage  shall  be  payable  within 
thirty  days  thereafter,  provided,  that  the  company  may 
demand  a  valuation  of  the  insured  estate  or  interest,  to 
be  made  by  three  arbitrators  or  any  two  of  them,  in  the 
usual  way,  and  then  no  right  of  action  shall  accrue  until 
thirty  days  after  such  valuation  shall  have  been  served 
upon  this  company,  and  the  insured  shall  have  tendered 
a  conveyance  or  transfer  of  the  insured  estate  to  a  pur- 
chaser to  be  named  by  the  company  at  such  valuation, 
less  the  amount  of  any  incumbrance  on  said  insured 
estate  or  interest  not  insured  against  and  the  company 
shall  have  failed  within  that  time  to  find  a  purchaser  for 
the  estate  or  interest  upon  such  terms.  Provided,  also, 
that  the  company  shall  always  have  the  right  to  appeal 
from  any  adverse  determination;  but  no  appeal  shall 
operate  to  delay  the  payment  of  the  loss  if  the  insured 
shall  give  to  the  company  satisfactory  security  for  the 
repayment  of  the  amount  of  such  loss,  in  case  there  shall 
be  ultimately  a  determination  in  favor  of  the  company, 
and  provided,  further,  that  in  every  case  the  company 
shall  have  the  option  of  settling  the  claim  or  paying  the 
policy  in  full.  That  whenever  the  company  shall  have 
settled  a  claim  under  the  policy  it  shall  be  entitled  to 
subrogation,  and  that  the  company  does  not  insure 
against  defects  arising  after  the  date  of  the  policy,  or 
created  or  suffered  by  the  insured. 

The  policy  protects  the  insured  so  long  as  he  may  hold 
the  same.    If  he  conveys  with  warranty,  it  protects  his 
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covenant.    If  he  dies  as  owner,  it  enures  to  the  benefit  of 
his  heirs  or  devisees. 

Fees 

There  are  no  renewal  fees  to  keep  the  policy  in  force 
as  in  other  forms  of  insurance.  The  fees  paid  vary  in 
different  localities,  depending  naturally  upon  the  amount 
of  work  and  labor  entailed,  and  are  based,  as  in  other 
classes  of  insurance,  upon  the  amount  of  the  policy,  with 
this  limitation,  that  the  successful  companies  have  found 
it  necessary  to  decline  to  insure  for  a  sum  less  than  the 
total  amount  of  the  value,  or  purchase  price,  as  the  case 
may  be,  of  the  property  inclusive  of  incumbrances,  or 
the  total  amount  of  the  mortgage,  for  the  reason  that  if 
there  was  a  substantial  loss  the  companies  would  take 
over  the  property  at  the  full  value  or  full  amount  of  the 
mortgage,  trusting  to  making  good  the  title  and  recoup 
the  loss.  They  are  unwilling,  therefore,  to  take  the  maxi- 
mum of  risk  unless  upon  the  entire  amount  involved. 
There  is  usually  a  minimum  fee,  and  in  New  York  City 
the  companies  have  set  this  at  $65,  on  any  transaction  up 
to  $3,000.  Outside  of  Manhattan  Borough  it  is  somewhat 
less.  In  transactions  involving  $10,000  and  over  it  is 
figured  on  an  initial  fee  of  $50,  plus  one-half  of  one  per 
cent.,  and  in  transactions  of  over  $40,000  on  an  initial  fee 
of  $150,  plus  one-quarter  of  one  per  cent.  To  these  are 
added  the  cost  of  drawing  and  recording  papers  and 
making  surveys,  which  latter  vary  greatly,  and  the  prices 
of  which  cannot  be  set  out  in  detail  within  the  scope  of 
this  article. 

The  unpleasant  experience  of  the  public  with  railroad 
and  kindred  investments  where  the  insider  knows  every- 
thing and  the  outsider  nothing,  has  turned  the  attention 
of  the  cautious  to  landed  securities  which  they  can  see 
and  which  cannot  be  manipulated  so  that  a  common  per- 
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son  cannot  tell  whether  they  are  worth  anything  or  not. 
It  is  the  part  of  wisdom  in  the  bankers,  the  legislators, 
the  conservatives  of  every  class,,  to  encourage  this  tend- 
ency; and  in  accomplishing  the  results  desired,  the  title 
insurance  companies  are  having,  and  will  continue  to 
have,  no  small  part. 


Chaptee  LXV 
TOENADO INSUEANCE 

By  AiEXANDEB  T.  LUMBY 

Like  fire,  the  wind  is  a  good  servant,  but  a  bad  master 
— at  one  time,  as  Zephyrus,  it  carries  Psyche  to  her  wait- 
ing husband ;  at  another,  as  the  gift  of  Aeolus,  it  drives 
Ulysses  and  his  sailors  far  from  their  course  and  the 
country  they  are  seeking.  In  the  progress  of  years  the 
laws  that  control  its  motion  and  the  cause  and  character 
of  that  motion  have  been  observed  and  studied  and  are 
now  fairly  well  known.  Up  to  a  time  quite  recent,  the 
wind  had  not  been  considered  a  feature  for  specific  con- 
sideration in  underwriting,  save  as  a  factor  ia  increasing 
the  spread  of  a  fire  or  driving  a  vessel  to  disaster. 

As  early  as  1865  the  companies  began  issuing  tornado 
policies  to  protect  against  damage  by  storm,  but  it  was 
not  until  1880  that  the  business  assumed  any  consider- 
able magnitude  and,  even  now,  it  is  a  subordinate  hne 
compared  with  fire  insurance,  the  majority  of  companies 
declining  absolutely  to  engage  in  it,  on  accoimt  of  the 
small  income  and  low  rates  on  the  one  hand,  and  the  pos- 
sibilities of  enormous  liabilities  and  losses  coincident 
with  sweeping  storms  on  the  other.  The  business  began 
in  a  somewhat  experimental  way  with  a  simple  contract 
and  widely  varying  rates  which  later  ran  into  a  general 
flat  figure  of  a  half  per  cent,  in  the  early  eighties;  it 
being  argued  supposedly  that  one  risk  as  against  wind 
was  about  the  same  as  another.  A  feature  in  the  earlier 
tornado  contracts  was  to  disclaim  liability  for  losses 
under  a  given  sum,  running  from  $10  to  $50.  This  has 
been  discontinued  in  recent  practice  and  the  present  tor- 
nado policy  does  not  contain  such  exclusion  of  liability. 

The  form  of  policy  in  wind  storm  insurance  is  officially 

634 
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standard  in  the  state  of  Louisiana,  having  been  filed 
with  the  State  Fire  Rating  Board  and  is  also  standard 
with  nearly  all  companies  writing  this  business.  It  is  the 
outgrowth  of  a  series  of  meetings  held  in  1905  by  the 
officials  of  such  companies  and  contains  the  best  parts 
of  the  individual  policies,  selected  out  of  the  forms  with 
care  so  as  to  provide  for  the  various  contingencies  liable 
to  develop  in  this  insurance.  As  a  whole  the  contract 
is  phrased  along  the  lines  of  the  standard  fire  policy 
prescribed  and  made  ofiScial  by  the  State  of  New  York, 
and,  up  to  this  date,  it  has  proved  to  be  a  just  and  efficient 
form  of  contract,  especially  in  view  of  the  practice  of  all 
reputable  companies  in  interpreting  its  conditions  so  as 
to  give  favorable  consideration  and  the  fullest  measure 
of  justice  to  all  honest  claimants. 

The  business  first  grew  into  shape  in  the  western  part 
of  the  country  where  the  prevailing  type  of  destructive 
wind  is  the  tornado.  This  is  probably  the  most  intense, 
rapid  and  overpoweringly  destructive  wind  that  is 
known.  It  differs  from  other  winds  in  the  character- 
istics mentioned,  and  also  in  its  more  limited  scope  of 
destruction.  Perhaps  as  accurate  a  description  of  this 
particular  kind  of  a  storm  as  can  be  given  is  to  liken 
it  to  the  progress  and  motion  of  a  boy's  top.  It  is  a 
rotating,  funnel-shaped  wind  of  great  rapidity,  estimated 
at  200  miles  an  hour,  traveling  a  path  that  will  range 
from  100  feet  to  a  mile  or  so  wide,  according  to  whether 
the  "  peg,"  so  to  speak,  is  at  the  ground,  or  whether  the 
storm  has  dipped  to  a  lower  point,  so  that  the  bulge  is  of 
a  greater  diameter.  The  storm  while  rotating  on  its 
individual  axis  is  also  traveling  in  a  circular  path  around 
another  axis.  Sometimes  the  peg  lifts  itself  slightly 
above  the  ground,  and  it  was  observed  in  the  St.  Louis 
tornado,  that  in  certain  cases  objects  thirty  or  more  feet 
above  the  ground  were  caught,  while  those  at  a  lower  ele- 
vation escaped.    This  was  particularly  noticed  in  the  case 
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of  certain  trees,  where  the  upper  part  of  the  tree  was 
stripped  of  leaves  and  branches  while  the  trunk  and  the 
lower  branches  were  unharmed. 

Other  winds  which  enter  into  the  consideration  are  cy- 
clones ;  also  the  West  Indian  hurricanes,  which  originate 
in  the  Antilles  and  reach  up  destructively  along  the  Gulf 
Coast,  and  the  Atlantic  shore,  northward  to  the  Canada 
line,  having  a  diameter  of  150  to  250  miles  with  an  influ- 
ence 500  to  600  miles  across.  Besides  these  are  local 
storms  of  more  or  less  destructive  character. 

These  storms  are  not  limited  to  any  section  although 
popularly  supposed  to  prevail  in  the  west.  Woodhaven, 
a  town  east  of  Brooklyn,  was  partly  destroyed  by  one 
some  years  ago.  Buildings  have  been  wrecked  even  in 
New  York  City — visitations  of  widespread  damage  have 
occurred  at  Binghamton  and  Chappaqua,  Westchester 
County,  N.  Y.  Newark,  N.  J.,  suffered  extensively  a 
couple  of  years  ago;  Philadelphia  suffered  greatly  from 
a  violent  storm  in  the  spring  of  1911  involving  great  dam- 
age. Maryland  has  had  its  share,  also  New  Haven, 
Conn.,  and  South  Lawrence,  Mass.,  so  that  it  is  reason- 
able to  say  that  no  section  of  the  country  is  exempt  from 
this  danger.  Up  to  some  time  ago,  the  Pacific  Coast  had 
been  comparatively  free  from  these  visitations  but  even 
that  record  has  been  broken. 

In  conjunction  with  these  storms,  various  character- 
istic features  of  damage  wrought  have  been  observed. 
The  usual  thought  is  that  a  building  is  blown  down  by  the 
impact  of  the  wind  against  its  walls  or  roof.  Such  is 
usually  the  case  but  in  some  instances  the  damage  occurs 
in  exactly  the  reverse  way.  A  vacuum  effect  accom- 
panying the  storm  causes  the  air  pressure  from  the  inside 
of  the  building  to  press  the  walls  out  and  overthrow  them. 
In  many  instances  photographs  show  this  plainly.  A 
number  of  such  that  have  come  under  the  observation  of 
the  writer,  show — particularly  in  the  case  of  churches — 
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that  walls  liave  pushed  out  and  fallen  away  from  the 
building,  while  in  other  cases  (notably  buildings  with 
shingle  roofs),  the  air  in  the  building  has  found  vent 
along  the  line  of  least  resistance  by  tearing  a  passage 
through  the  roof,  making  a  ragged,  partly  circular  hole 
six  feet  or  so  in  diameter  through  the  roof,  leaving  the 
rest  of  the  structure  uninjured. 

A  somewhat  common  freak  of  the  ordinary  windstorm 
is  to  strip  a  tin  roof  entirely  off  the  building,  and  cases 
have  been  known  where  such  a  roof  has  been  carried 
hundreds  of  feet  from  a  building  and  thrown  down  on  the 
ground.  In  two  views  taken,  one  such  roof  is  hanging 
over  a  telegraph  wire  and  the  other  lodged  in  a  tree. 

The  construction  of  buildings  has  been  found  by  exper- 
ience to  be  a  material  factor  in  the  susceptibility  to  dam- 
age. For  example,  churches  represent  a  notable  feature 
of  such  hazard.  They  are  constructed  without  interior 
walls  and  partitions  which  brace  and  stiffen  the  struc- 
ture, and  the  wreck  of  such  buildings  is  as  a  rule  very 
great.  Buildings  open  at  one  end,  as  in  the  case  of  cotton 
warehouses,  may  be  wrecked  by  the  wind  driving  into 
the  open  end,  and,  being  pocketed  at  the  closed  end,  push- 
ing the  end  and  side  walls  over. 

This  was  a  marked  feature  in  a  storm  some  years  ago 
in  Mobile,  Ala.,  where  the  cotton  warehouses  in  that  city 
suffered  more  than  other  buildings.  This  feature  has 
been  observed  and  acted  upon  for  years  in  the  West 
Indies,  where  the  buildings  are  constructed  with  heavy 
walls,  and  the  windows  with  batten  storm  shutters  for 
protection  against  wind  pressure.  If,  upon  the  approach 
of  a  hurricane,  the  occupants  of  the  building  do  not  have 
time  to  close  the  shutters,  they  then  make  it  a  rule 
to  open  them  all,  so  that  the  wind  will  have  means  of  exit 
and  blow  through  the  house  and  thus  avoid  the  accumula- 
tion of  a  wind  pressure  that  will  rend  the  entire  struc- 
ture apart. 
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The  enormous  power  of  a  windstorm  can  scarcely  be 
appreciated  by  one  who  has  not  experienced  it.  It  would 
seem  almost  impossible  that  any  wind  should  be  strong 
enough  to  blow  an  open  trusswork  iron  railroad  bridge 
from  its  place,  and  yet  cases  exist  where  this  has  oc- 
curred. At  St.  Paul,  Minn.,  several  sections  of  a  raUroad 
bridge  crossing  the  river  were  blown  from  their  places 
and  thrown  to  the  ground.  At  Kansas  City,  Mo.,  one  of 
the  sections  of  the  Hannibal  &  St.  Joseph  R.  R.  bridge 
was  driven  off  the  piers  into  the  river.  An  iron  roadway 
bridge  at  Rochester,  Minn.,  was  blown  down  entirely. 
A  curious  illustration  of  the  power  of  the  wind  occurs  iu 
a  picture  published  in  one  of  our  magazines  where  straws 
are  shown  driven  into  a  fence  rail,  the  same  as  one  would 
drive  nails  with  a  hammer.  Structures  of  the  greatest 
strength  go  down  before  the  impact  of  tornadoes;  ma- 
sonry stacks,  a  prison  wall  thirty  inches  thick,  bridges 
and  trestles.  A  house  in  Cleveland,  0.,  was  turned  upside 
down.    A  photograph  shows  it  standing  on  its  roof. 

Experience  has  demonstrated  that  there  is  a  wide 
diversity  as  to  risks,  considered  with  relation  to  wind- 
storm damage,  the  same  as  has  been  found  to  be  the  case 
with  fire  insurance.  As  was  stated  previously,  churches 
make  poor  subjects  for  tornado  insurance ;  fertilizer  fac- 
tories— buildings  of  large  area,  high,  and  without  cross 
walls — have  shown  very  poor  results.  Injuries  to  stocks 
of  goods  have  been  much  worse  than  the  buildings  in 
which  they  were  contained.  It  has  been  the  aim  of  insur- 
ance companies  in  dealing  with  this  subject  to  determine 
which  they  should  class  as  ordinarily  hazardous,  and 
which  as  especially  so.  The  original  flat  rate,  with  which 
the  companies  commenced  to  write  the  business  has  been 
superseded  by  schedules  more  or  less  diverse,  and  in- 
tended to  reflect  the  measure  of  hazard  of  susceptibility, 
and  probable  damage,  direct  and  indirect.  In  the  course 
of  experience  the  consequential  damage  feature  has  come 
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into  play,  and  is  a  factor  of  considerable  moment;  for 
example,  it  may  perhaps  happen  that  a  building  is  un- 
roofed, or  otherwise  damaged,  to  a  partial  extent,  and  its 
contents  be  exposed  to  serious  harm  by  rain  or  by  hail 
occurring  coincidently  with  the  windstorm.  A  case  in 
point  arose  recently  where  windstorm  insurance  was  car- 
ried on  a  lumber  shed  and  on  the  contents  of  the  shed. 
The  shed  being  destroyed,  the  lumber  was  overthrown 
with  comparatively  little  damage  to  it,  but  a  heavy  claim 
was  made  by  reason  of  the  wetting  of  the  lumber  and  its 
consequent  warping.  This  feature  of  susceptibility  is  of 
great  importance,  and  must  be  thoughtfully  considered, 
if  an  insurance  company  is  to  do  justice  to  its  patrons 
by  applying  rates  that  will  accurately  measure  the 
hazard.  Thus,  for  example,  in  an  experience  running 
over  several  hundred  claims  on  mercantile  risks,  it  was 
found  that  the  average  claim  on  stock  was  nearly  five 
times  the  figure  on  the  building.  This  was  due,  in  part,  to 
the  fact  that  the  stock  represented  the  larger  value,  but, 
mainly,  because  of  the  greater  consequential  damage. 

The  locality  is  also  a  vital  feature  with  which  to  reckon. 
Property  situate  along  the  Gulf  Coast  is  subject  to  wide- 
spread and  extensive  damage,  running  over  hundreds  of 
miles  in  distance,  and  as  many  hundreds  of  miles  in 
width.  In  storms,  such  as  that  of  September,  1909, 
claims  were  filed  against  the  companies  running  into  the 
hundreds  of  thousands,  while  damage  to  uninsured  prop- 
erty reached  enormous  figures.  The  sea  coast  storm 
damage  is  of  the  character  of  that  dreaded  feature  of  loss 
in  fire  insurance,  the  conflagration.  The  storm  quoted 
above  ravaged  the  lower  tier  of  Louisiana  and  Texas  for 
many  miles  north  of  the  coast  line. 

The  immediate  location  of  risks  is  a  material  matter 
as  well.  Properties  situate  adjacent  to  a  water  front 
have  caused  more  difficulty  probably  than  any  others, 
and,  in  fact,  it  is  often  impracticable  to  determine  where 
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actual  wind  damage  ends,  and  water  destruction  begins. 
In  consequence,  companies  hesitate  to  write  sucli  risks 
at  all,  preferring  to  go  without  the  busiuess  rather  than 
be  subjected  to  claims  against  which  their  judgment 
rebels,  and  which  may  lead  to  controversy  and  bad  feel- 
ing. A  case  in  point  occurred  some  years  ago  where  a 
company  had  insurance  upon  a  bridge.  It  was  uncertain 
whether  the  bridge  was  carried  away  by  an  enormous 
tidal  wave  pushing  against  it,  or  whether,  as  was  sup- 
posed, by  a  vessel,  wrecked  in  the  storm,  being  driven 
against  it  and  demolishing  the  structure.  One  or  the  other 
of  these  agents  doubtless  caused  the  destruction.  Claim, 
however,  was  made  that  the  loss  was  caused  by  the  wind. 

Or  buildings  are  lifted  off  their  supports  by  water, 
and,  if  there  be  tornado  insurance,  claim  for  damage  goes 
in.  A  building,  standing  on  piles  driven  in  the  sand  at  a 
beach,  was  wrecked,  unquestionably  by  the  waves.  The 
various  newspapers  so  reported  it,  the  observation  of  on- 
lookers was  to  that  effect,  and  their  testimony  to  such 
destruction  was  freely  given ;  also  the  appearance  of  the 
wreckage  indicated  the  same.  The  wind  storm  policy  was, 
however,  requisitioned  for  payment.  This  feature  has 
engaged  the  best  attention  of  tornado  underwriters  for 
years  in  earnest  and  conscientious  endeavor  to  devise  and 
frame  a  form  of  contract  that  will,  on  the  one  hand,  hold 
the  company  to  a  proper  liability,  and  on  the  other  hand 
exempt  it  from  being  called  upon  to  pay  for  claims  not 
properly  chargeable  to  it  in  either  law  or  morals. 

Another  feature  of  contract  framing,  which  was  found 
to  be  necessary,  is  the  matter  of  insurance  to  value. 
Many  were  willing  to  insure  their  property  for  an 
amount  that  would  pay  for  window  shutters  blown  off, 
roofs  rolled  up,  ornaments  and  cornices  damaged,  signs 
blown  down,  metal  smoke  stacks  and  elevated  conveyors 
destroyed,  and  the  sundry  and  divers  little  damages  that 
an  ordinary  wind  would  do  to  premises,  but  were  quite 
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TinwilUng  to  insure  for  an  extensive  proportion  of  the 
value  of  the  property.  If  companies  were  to  issue  poli- 
cies in  that  way  ordinary  rates  would  not  suffice  to  pay 
the  losses;  and,  with  a  desire  to  avoid  making  any  bur- 
densome requirement  of  the  property  owner  on  the  one 
hand^  and  in  the  endeavour  to  approach  a  proper  con- 
tract for  themselves  on  the  other ;  there  has  been  a  gen- 
eral adoption  of  a  rule  requiring  owners  to  insure  50  per 
cent,  of  the  value,  and  tornado  insurance  is  now  generally 
written  subject  to  the  50  per  cent,  co-insurance  clause. 
This  is  a  stipulation  that  insurance  equal  to  50  per  cent, 
of  the  value  shall  be  maintained,  or,  in  default  of  doing 
that,  the  recovery  shall  be  in  such  proportion  to  the  loss 
as  the  amount  of  the  insurance  bears  to  50  per  cent,  of 
the  value  of  the  property  insured.  The  companies  writ- 
ing tornado  business  are  obliged  to  study  features  of  con- 
struction, the  susceptibility  of  various  roofs,  and  the 
walls,  and,  as  far  as  possible,  to  classify  the  risks  offered 
for  insurance  according  to  the  hazard  of  the  same.  Per- 
haps the  rate  list  of  the  Southern  Tornado  Insurance  As- 
sociation is  one  of  the  most  elaborate ;  in  any  event,  it  is 
the  one  most  familiar  to  the  writer.  It  has  separated  the 
risks  into  about  forty  divisions,  and  subdivisions,  for 
inland  risks  and  as  many  for  coast  districts,  each  one 
taking  a  separate  rate. 

In  this  connection,  it  is  interesting  to  note  that  a 
number  of  these  show  reductions  from  the  original  rate 
of  50  cents  per  $100,  so  that  twenty-four  of  these  classes 
are  written  at  50  cents  and  less.  It  is,  however,  question- 
able if  these  rates  are  adequate,  especially  at  the  coast. 
The  periodic  West  Indian  storm  involves  such  wide- 
spread damage,  and  so  many  large  liabilities,  that  the 
opinion  is  freely  expressed  that,  at  existing  rates,  the 
business  can  never  be  permanently  profitable.  In  view 
of  the  growing  popularity  of  better  forms  and  grades  of 
construction,  and  by  eliminating  weak  and  poor  struc- 
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tures,  the  business,  with  careful  handling,  may,  in  the 
average  of  years,  afford  a  living  return.  It  is  something 
of  a  question  whether  a  frame  building  represents  a 
greater  tornado  hazard  than  a  brick.  When  a  frame 
building  is  damaged  it  often  happens  that  the  whole 
structure  is  so  wrenched  out  of  place  and  plumb  that  the 
repair  work  is  almost  equal  to  the  cost  of  new  construc- 
tion. In  the  case  of  brick  buildings,  the  system  which 
prevails  somewhat,  in  America,  of  building  the  side  walls 
complete,  and  then  facing  the  front  and  rear  walls  on,  in 
place  of  tying  corners  of  the  walls  together,  by  weaving 
the  bricks  in  and  out,  and  breaking  joints,  makes  the 
structure  that  much  weaker. 

Higher  rates  are  charged  at  the  sea  coast  than  prevail 
at  interior  points  for  the  reason  already  cited.  A  system 
of  rating  for  windstorm  insurance,  devised  by  a  field  man 
in  a  state  where  a  large  business  in  that  line  is  done, 
assumed  as  a  basis  a  brick  or  concrete  building  twenty 
feet  high,  5,000  square  feet  area,  fifty  miles  or  more  from 
the  coast.  To  this  he  applied  an  initial  rate,  and  to  that 
added  a  charge  for  each  1,000  feet  excess  area,  another 
for  each  extra  foot  of  height,  one  for  each  mile  of  ap- 
proach to  coast  line,  for  deviation  in  construction,  for 
various  roofs,  for  overload  of  contents,  for  vibrating  ma- 
chinery. This  would  make  a  logical  system  of  rating,  but 
would  involve  such  an  enormous  labor  to  apply  to  widely 
separated  properties,  that  it  has  not  been  adopted  nor 
used  to  any  extent. 

Experience  has  also  shown  that  the  presence  of  a  good 
foundation  is  a  material  factor  in  the  strength  of  the 
building  against  windstorm,  the  observation  being  that 
in  the  course  of  the  recent  cyclone,  in  one  of  the 
Southern  States,  the  great  majority  of  the  buildings 
damaged  were  those  that  stood  on  wooden  posts.  The 
building  was,  in  almost  every  instance,  pushed  from  this 
support,  sometimes  overthrown  entirely,  and  at  other 
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times,  wrenched  to  such  an  extent  as  to  be  practically 
a  total  loss. 

A  question  of  liability,  under  a  tornado  contract,  exists 
in  the  possibility  of  a  building  being  overthrown  by  a 
storm,  and  taking  fire  in  falling.  In  the  event  of  such 
an  occurrence,  how  would  the  liability  be  apportioned  be- 
tween the  windstorm  and  fire  insurances?  Under  the 
conditions  of  a  fire  policy,  if  a  building  falls,  the  insur- 
ance ceases,  and,  therefore,  if  the  building  were  prostrate 
upon  the  occurrence  of  the  fire,  the  liability  of  the  fire 
policy  would  have  terminated  by  its  conditions.  It  is  a 
situation  one  would  think  might  often  occur,  but,  as  a 
matter  of  fact,  it  is  not  only  rare,  but,  so  far  as  the 
knowledge  of  the  writer  goes,  it  has  not  happened,  at 
least,  not  in  such  a  way  as  to  cause  any  complication  or 
difficulty  in  adjustment.  The  measure  of  damage  in- 
flicted by  the  wind  would  have  a  bearing  on  the  matter. 
This  is  perhaps  one  of  the  cases  where  the  actual  event 
will  bring  about  its  own  solution,  and  establish  a  prece- 
dent for  the  determination  of  others  of  like  nature,  if 
such  should  arise.  In  the  meantime,  and  until  the  bridge 
has  been  reached,  no  one  has  fully  set  the  pace  at  which 
to  cross  it. 

Another  point  has  been  raised,  in  the  case  of  a  mill,  or 
other  building,  equipped  with  automatic  sprinklers, 
which  latter  might  be  damaged  in  such  a  way  as  to  rup- 
ture the  pipes  carrying  water  for  the  sprinklers  and  thus 
cause,  iudirectly,  a  considerable  damage  by  water  to  the 
premises.  Here  the  situation  is  still  further  complicated 
by  the  possibility  that  the  owner  was  protected  by  insur- 
ance, such  as  is  issued  by  casualty  and  some  fire  insur- 
ance companies,  specifically  against  loss  or  damage  by 
sprinkler  leakage,  however  caused.  The  question  has 
been  raised  whether  tornado  insurance  on  the  building 
would  be  liable  for  sprinkler  leakage  caused  by  a  wind- 
storm, and,  if  so,  what  its  relation  to,  and  contribution 
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with,  the  sprinkler  leakage  policy  would  be.  An  involve- 
ment with  loss  or  damage  to  plate  glass  broken  by  the 
wind,  and  insured  also  under  what  is  known  as  plate 
glass  insurance  by  companies  issuing  such  policies,  is 
another  possibility.  The  standard  tornado  policy,  how- 
ever, takes  care  of  this  matter  by  direct  provision. 

One  feature  of  the  business  to  be  considered  is  what  is 
called  the  moral  hazard.  This  may  prevail  in  fire  insur- 
ance where  a  property  owner  yields  to  temptation  and 
sets  fire  to  his  property  for  the  sake  of  realizing  upon  his 
insurance.  This  is  manifestly  impossible  in  the  case  of 
a  tornado  policy,  and  the  moral  hazard  comes  into  play 
after  the  loss,  rather  than  before,  in  the  shape  of  exces- 
sive and  possibly  fraudulent  claims. 

Damage  from  leaky  roofs  is  notified  to  the  company 
with  request  that  new  papering  and  plastering  be  sup- 
plied. Buildings  manifestly  destroyed  by  water  are  noti- 
fied to  companies  as  liabilities  from  wind.  The  crown- 
ing case  of  expectancy  cited  is  the  alleged  case  of  the 
man  who  laid  claim  under  his  windstorm  policy  for  resti- 
tution in  the  case  of  a  horse  which  died  of  wind  coHc. 
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